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I. Introduction
Q. Please state your name and business address.

A. My name is Thomas S. Smith My address is 9800 Mount Pyramid Court, Suite 400,

Englewood, Colorado 80112.

Q. By whom are you employed and in what capacity?

A. I am the CEO/President of Cognigen Networks, Inc. ("Cognigen")

Q. Please give a brief description of your background and experience in business

and telecommunications.

A. Prior to becoming CEO and President of Cognigen Networks, Inc. , I was a shareholder

10

12

of the law firm Jones L Keller, P.C. I was also a partner of and special counsel to the law

firm Dorsey 8 Whitney, LLP, and a partner with the law firms Smith McCullough, P.C.

and Hopper and Kanouff, P.C. I graduated from Duke University and received my law

13 degree from the University of North Carolina.

14 Q. What is the purpose of your testimony

15 A. The purpose of my testimony is to describe the nature of Cognigen's proposed service

16

17

offerings within the State of South Carolina, and to demonstrate its financial, managerial,

and technical ability to provide the telecommunications services for which authority is

sought herein.

19 Q. Do you intend to incorporate by reference any documents into your testimony'?

20 A. Yes. I wish to incorporate by reference the underlying Application filed in this proceeding

21 and its associated exhibits.

22 II. The Business of Co ni en

23 Q. Has Cognigen registered to do business in South Carolina?

24 A. Yes. Cognigen is a corporation organized in the State of Colorado and has been

25

26

authorized to transact business within the State of South Carolina. Copies of the

qualifying documents are attached to the Application as Exhibits A and B.
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1 Q. Please describe the services Cognigen intends to provide within the State of

2 South Carolina.

3 A. Cognigen seeks authority to operate as a reseller of intrastate interexchange

4 telecommunications services to the public on a statewide basis and to offer a full range

5 of "1+" interexchange telecommunications services on a resale basis. Specifically,

Cognigen seeks authority to provide MTS, out-WATS, in-WATS, and calling card

7 services.

8 Q. What carrier will Cognigen utilize as its underlying carrier for services in South

9 Carolina?

10 A. Cognigen will offer service to its subscribers using facilities of the communications

networks of Sprint, Global Crossing, Qwest, other facilities-based IXCs, and the local

12 exchange telephone companies.

13 Q. Is Cog nigen currently authorized to provide intrastate telecommunications

14 services in any other states?

15 A. Yes. Cognigen is authorized to provide telecommunications services in the following

16 jurisdictions: Alabama, Arkansas, California, Colorado, District of Columbia, Florida,

17

19

Hawaii, Idaho, Illinois, Indiana, Iowa, Kansas, Kentucky, Michigan, Minnesota, Montana,

Nebraska, Nevada (as Intandem Communications Corp. ), New Hampshire, New Jersey,

New Mexico, New York, North Carolina, North Dakota, Oregon, Rhode Island, South

20 Dakota (as Intandem Communications Corp. ), Texas, Utah, Vermont, Virginia,

21 Washington, Wisconsin, and Wyoming.

22 Q. Does Cognigen intend to file a tariff with the Commission?

23 A. Yes, Cognigen will file a tariff similar to the proposed tariff filed along with Cognigen's

24

25

application as Exhibit E in this docket. We believe that Cognigen's tariff will comport with

all orders, rules, and regulations of the Commission.
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1 Q. Will Cognigen comply with the Commission's orders regarding the resale of

interexchange carrier services?

3 A. Yes. Cognigen will at all times provide and market interexchange carrier services in

4 accordance with current Commission policies. In addition, Cognigen at all times provides

5 interstate services in compliance with all FCC rules and regulations.

6 Q. Has Cognigen provided any intrastate telecommunications services within the

State of South Carolina?

No it has not.

9 Q. What rates will Cognigen charge upon receipt of certification?

10 A. Cognigen will charge the tariffed rates approved by the Commission.

11 Q. Howwill Cognigenmarket services in South Carolina?

12 A. Cognigen will market services through its website.

13 Q. What Regulatory Treatment is Cognigen seeking in this Application?

14 A. Cognigen requests that all of its business service offerings be regulated pursuant to the

15

16

17

19

20

21

22

23

24

25

procedures described and set out in Docket No. 95-661-C and as modified by Order No.

2001-997-C in docket No. 2000-407-C. It is Cognigen's intent in this request to have its

business services regulated in the same manner as this Commission has permitted for

by ATLT Communications of the Southern States. Specifically, Cognigen requests:

(a) removal of maximum rate tariff requirements for its business services,

consumer card, operator service, and future private line, and customer

network-type offerings;

(b) that tariff filings for these uncapped offerings are presumed valid upon

filing. If the Commission institutes an investigation of a particular filing

within seven days, the tariff filing will be suspended until further order of the

Commission; and
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(c) any relaxation in the reporting requirements that may be adopted for AT8T

shall apply to Cognigen also.

We understand that the alternative regulation orders were modified by Order No. 2001-

997 so that rate caps for operator-assisted calls where a consumer uses a local

exchange carrier's calling card to complete calls from locations which have not selected

that local exchange carrier as their toll provider. The order imposed a maximum cap of

7 $1.75 for operator surcharges for such calls, and a maximum cap of $0.35 related to the

8 flat per-minute rate associated with these calls.

9 III. Mana erial Technical and Financial Qualifications

10 Q. Does Cognigen have sufficient managerial, technical, and financial resources and

11 ability to provide the telecommunications services proposed in its Application?

12 A. Yes. Cognigen has sufficient technical, financial, and managerial resources and the

13

14

ability to provide the telecommunications services for which authority has been sought

herein. Cognigen's personnel represent a broad spectrum of business and technical

15 disciplines, possessing many years of individual and aggregate telecommunications

16 experience. My qualifications and experience are set forth on page 1 of this testimony.

17 Q. How does Cognigen handle customer service requests?

18 A. Cognigen operates a customer service department that can be reached conveniently by

19 a toll free number, (877) 608-3769, 9:00a.m. —8:00 p.m. Eastern Time.

20 Q. Please describe the financial condition of Cognigen.

21 A. In support of Cognigen's financial ability to provide the services sought herein, Cognigen

22

23

24

filed a balance sheet with the Commission as Exhibit D to the Application in this

proceeding. The company's most recent financial statements, Form 10-KSB, are

attached as Exhibit 1.

25 Q. How will residents of South Carolina benefit from Cognigen's services and
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1 A. Approval of Cognigen's Application will serve the public interest by creating greater

competition in the interexchange marketplace. Approval will also provide consumers with

a greater choice of billing options and long distance services for intrastate calls,

promoting more efficient use of the underlying networks. Cognigen's participation in

South Carolina's intrastate telecommunications market will also expand the tax base and

revenue sources for the State.

7 Q. Why is the company seeking an exemption from maintaining records in

8 South Carolina?

9 A. Cognigen requests a waiver of the requirements of 26 S.C. Reg. 103-610 that a carrier

10

12

13

14

15

16

17

18

19

keep all records required by the Commission's rules and regulations within the State of

South Carolina. Since the company's corporate offices are in Washington maintaining its

books and records in South Carolina would be unduly burdensome. Cognigen will have

a registered agent in South Carolina and will bear any costs associated with the

Commission's inspection of its books and records.

Cognigen would also like an exemption for any policies that might require a carrier to

maintain its financial records in conformance with the Uniform System of Accounts. As a

competitive carrier, Cognigen maintains its books in accordance with Generally

Accepted Accounting Principles; and therefore, does not possess the detailed cost data

required by USOA.

20 Q. Doesthisconcludeyourtestimony?

21 A. Yes. I would like to thank the Commission for this opportunity to provide information

22 relevant to Cognigen's Application and am ready to provide any additional information

that the Commission may need in making its decision.
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producing agent growth, ocr possir&le lack of evenue growth, our possible
;Lt!ai'& 1l! 'L y to aclo r&ew p&:oduct s arid ser'vices that qe&!or'a I",.' In'. r &.'ase'I sales our

i The information required by Items 9 through i2 and item 14 is incorporated
by reference to our definitive proxy statement or definitive information
statement that weplan to fi].e in connection with our next Annual MeetirLg of

Shareholders involving the election of directors. We plan to file the definitive

proxy or definitive information statement with the Commission on or before

October 28, 2004.
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* The information required by I!;ems 9 th:l:ough 12 and item 14 .is

incorporated by reference to our definitive proxy statement or definitive

information statement that we plan to file in connection with our next

Annual Meeting of Shareholders involving the election of directors. We plan

to file the definitive proxy or definitive information statement with the

Securities and Exchange Commission on or before October 28, 2004.

PART I

Forward-Looking Statements.

The discussion in this report contains forward-looking statements,

inc!t._ding, w:itbout limitation, statements re].ating to our whol.]_y owned

subsidiary and us. Although we believe that the expectations reflected in the

forward ]ooking statements are reasonable, we can give no assurance that such

expect-ations will prove to be correct. The forwa:rd looking statements invo.].ve

risks and uncertainties that affect our business, financial condition and

results of operations, inc:!uding without ii[{C.taticn, our possible inabil.i.ty to

become certified as a reseller in all jurisdictions in which we apply, the

possibility that our pr,gprietary c.ustomer base will no!: grow as we expect, our

possible inab:Llity to obtain additional financing, the possible lack of

producing agent growth, our possible lack of revenue growth, our possible

inabi].ity to add new p:i;oducts and services th.at gener[_.te increased sales, our



pcssib] e lack 0 f (,ash flows, ou'r „&ossible loss of key personnel, the possibi 1i ty
0f t elec 0m!(!uni«=at i On rat e changes dncl technoloq1 cd 1 chal &gPs an. " the possibi 1it y
0 f ".. r!creased CO!fp(' &..1 1 0!!. M&af&y 0 i &.i«es('=' 1 i ")' ' Are bc.'y:&&id our cof&Lr01 . We arc. rl0L
entitle d to rely on the safP. harbor provis' ons of Section 27A of the SecuritiPs
Act of 1933, as air&ended, or Section 21E of the Securities Exchange Act of 193&),
as amended, wher making forward looking st atements.

Item 1. Description of Business.

BUSINESS

We were incr&rporated in May 1983 in Colorado to engage in the cellular
radio and broadcast. ing busi. ness. In June 1988, we changed our. name to
Silvert:horne Production Company and commenced operatior&s in the oi' and gas
indu, try. These operations were discontinued in 1989. Prom 1989 to 1999, wc

at tempted to locate acquisition prospec:; s and negotiate an a -quisition. Our
pursuit- of an acquisition did not materialize until August 1999 when we acquired
the assets of Inter-American Telecommunications Hold. i.nq Corporat ior. {"ITHC").
The acquisition was accoun&. ed for as a reverse acquisit'on. We chanqed ou" name
T 0 Cog&11gen N&dtwc»rks, Inc. QFi July "2, 2000.

Xe currertly sell telecommunications and personal technology services
through !IIulti faceted sales and marketing organizatior!s ti'!at utilize the Internet
as a plat orm to provide customers and subscribers with a variety of
telecommunicatiorls a&nd technology based products and services. Through a network
of .independent agent. s, we have sold our Own proprietary products and services or
solci as agent third party or outside vendor products and services to customers
and . ubscribers world«wi de. L'lo!.:estic and international long distar!ce service,
make up a major portion of our sales with prepaid calling cards and paging,
!ii re less commun icat ions, computers and Internet-based t elecorr«munications
products and othe- products .ir; our sales !rcix. We sell our own proprietary
prod!&cts and services and, as agent, have (lontr«lctu«al agreements with " variety
of p oduct' ancl service vendors '"hat provide us with a corn!rci. ssiol! percerrtdgP of
any =ales made through on. of our supported web s'tes. As agent, our web-based
marketing division sel's the products and serv'ces of irdustry leaders su h as
ATamp;T Wireless, Rroadvox, CNM Nptwork, Vex=el, PowerNetGlobal, Sprint, Talk
AEPrica, T-Mobil, Verizon and Z-tel. Our Operations partially are dependent on
our affii i.a fons wit! third party providers cf the proc"uc:t s arid services that
our agent s se~ l. These third part y prov i ders o«wn the r'gh!!s t!o sell these
prc&clue s and services. Our ability to offer these products and services is
depen&ient on 0' r agreements w!. th prov' ders bei. ng reneweo and not "Prminated. The
non —reF ew«al or term&inat ion of a substantial number of these agreements viould
have a;nater& al adverse ef feet on &&ur finan' ial .ond i, t!on and results Of
operat io. s. '.&ur marketing engine is fueled by di stribution &.-.har nels through an
1nternet presence and through our corps of independent agerts and affi! iate
groups each with their. own cust. .om«zed Web site.

In the mid 1990 s, our preclecessc;r recogni. ze&d the «market. :i.ng pot ent:i. al of
the Intc'rilet anci formed what we believe was one of the first companies to create
a market;ing operat. i. on based exclusively on the Int!err et:. ; he iniLial concep was

t:o expand marketing potential by increasing the number of independent agents
working within our corporate network whi. ~ e a! tt &» same t. !me cont'&nuing tc&

increase I.he numbPr of &&roduc!. s an i se!vi ces Lhar ! hesc aqen" s could provide to
our wor d&»ide cu' tor!er base. TO facil' tat e the mar&ageab' 0 c:rowth of this !!ctvior K

an:.:1 t» be able to provide the agent. ';; wi I-h the support and !IIar ket "': ng edoe
ne(.essary for success, we developed and deployed the "se.Lf repl. icatir g" !»ei&

paqe. I'his pr&prLetary technoloqy automat .icaj 1v creaLes a hiqh content,
pe«rsona, !.i. zed set of e—commP. .rce web pages for P.ac:h ne!» ager. t, at. the I! imP t.hP.

agen. become" a member. 'f our r etwork. Additionally, ar. Internet accessibl .
"

«r. '. vate site .,' s 'I us tant Ly cr(."a ted !or t" tie n&ew agent. Each ager&t can view the
agen: ." records, activi t:y a!id a«.-. count status on wh'ch tile agpn't ls working. Thp.

pr".ivate. site also «on'I al:ls .:0«"!0!!I(1«r cietd. i 'i status, rc!&'ofllmeF.' e« t.'rain&in(j sou& c(«s«

fl"POOPntly asked quest io!ls and aqent benefits. We a '. so adoc«t. ed a strateq&«of
Pnablir!&j each agent t(l '&el teleco!mr&uni( atio!ls servi "es a«&d to recruit new

agen: s. &generally the: fi&jir.'a L agent receive." a::.ales (0&!Ir!issic n over r i('e cn

i possible lack of cash flows, our possible loss of key personnel, the possibility
of telecommunication rate changesand technological changesand the possibility
of incr'easedco[_-petition.Manyo.f Lheserisks are beyondour control. Weare not
entitled to rely on the safe harbor provisions of Section 27Aof the Securities
Act of 1933, as art,ended, or Section 21Eof the Securities ExchangeAct of 1934,
as amended,whenmaking :forward looking statements.

Item I. Description of Business.

BUSINESS

We were incorporated in May 1983 in Colorado to engage in the cellular

radio and broadcasting business. In June 1988, we changed our name to

Silverthorne Production Company and commenced operations in the oil and gas

industry. These operations were discontinued in 1989. From 1989 to 1999, we

attempted to locate acquisition prospects and negotiate an acquisition. Our

pursuit of an acquisition did not materialize until August 1999 when we acquired

the assets of Inter-American Telecommunications Ho].ding Corporation ("ITHC").

The acquisition was accounted for as a reverse acquisition. We changed our name

to Cognigen Networks, Inc. on July 12, 2000.

We currently sell telecommunications and personal technology services

through multifaceted sales and marketing organizations that utilize the Internet

as a platform to provide customers and subscribers with a variety of

telecommunications and technology based products and services. Through a network

of independent agents, we have sold our own proprietary products and services or

sold as agent third party or outside vendor products and services to customers

and subscribers wor].dwide. Domestic and international long distance services

make up a major portion of our sales with prepaid calling cards and paging,

wireless communications, computers and Internet-based t elecom_munications

products and other products in our sales mix. We sell our own proprietary

products and services and , as agent, have contractual agreements with a variety

of product and service vendors :_hat provide us with a commission percentage of

any sales made through one of our supported web sites. As agent, our web-based

marketing division sells the products and services of industry leaders such as

ATamp;T Wireless, Broadvox, CNM Network, Nextel, PowerNetGlobal, Sprint, Talk

America, T-Mobil, Verizon and Z-tel. Our operations partially are dependent on

our affiliations with third party providers of the products and services that

our agents sell. These third party providers own the rights to sell these

products and services. Our ability to offer these products and services is

dependent on our agreements with providers being renewed and not terminated. The

non-renewal or tel-mination of a substantial number of these agreements would

have a material adverse effect on our financial, condition and results of

operations. Our marketing engine is fueled by distribution channels through an

Internet presence and through our corps of independent agents and affiliate

groups each with their own customized Web site.

In the mid 1990's, our predecessor recognized the marketing potential of

the Internet and formed what we believe was one of the first companies to create

a marketing operation based exclusively on the int:ernet. The initial concept was

to expand marketing potential by increasing the number of independent agents

working within our corporate network while at the same time continuing to

increase the number of products and services that these agents could provide to

our worldwide custo_.Ler base. To facilitate the manageable growth of this network

and t.o be able to provide the agents with the support and marketirg edge

necessary for success, we developed and deployed the "self replicating" web

page. This proprieta ry technology automatical ly creates a high content,

personalized set of e-commerce web pages .for each new agent, at the time 1:he

agent becomes a member of our network. Additionally, an Internet accessible

"p_:J.vate site" is instantly created :for the new agent. Each agent can view the

agen-'s records, activity and account status on which the agent is working. The

private site also contains customer detail status, recor.lmended training sources,

frequently asked questions and agent benefit:s. We also adopted a strategy of

enabling each agent to sell telecommunications services and to recruit new

agents. Generally, the <.ri(i]inal agent receives a :!;ales cor'Lmission override on



sa1.es genera teel by the agents thus recruited. Our c&irmn Lss ion structure and, ] an
enables our agents to earn rnc ney !without the r&ecessity of developing a
.""Uborc('ll'\it&" agent base. Our revenue i.s depende&n on sal. &'s by our lndepei'relent
agen, s . ThP. fai lure of these agents to achieve sustained sales will mat eria 11y
adversely a f fect our financial condition and results of operations .

We use 'el f-rcpl icating web page t echnology to run our web-based
operations. I f another t. ethnology becomes t he preferred:inclustry;tandard we

may be at a c!ompeticive disadvantage which, in turn, may require us to mal e
hanges at substantia 1ly increased costs . 1f our t- chnology beco!nes obsolete at

some time ].n the future and we are unable to change to an alternate technology
in& a cos«effective manner, it could mate ially adversely affect our f inancia'
conditions anc] resu l. ' s of operations .

As of June 30, 200 4, we had made advances of $4 54, 14 9 to Intandem
Communications Corp. (Intandem). On April 1, 20G3, we and certain pr!»cipalsot
Intandem entered into an agreement ( Funding Agreement ) pursuant to which we

agreed to provide up to $448, 093 in a series of loans 1-o Intandem. Ef fective
February 1, 2004, by mutual agreement of the principals of Intar dern and us, he
Funding agreement was terminated and a separate agreement, the Terminat ion of
Funding Agr'peliiPn C and Sett leme»t Agreement ( Termina':i on& Agreement ), was entered
into

The Termination Agreement provic".' d. that we would convert the notes
receivable of $387, 399 into I00@ of the outstandin&g stock of Intandem in
exchange for paymenr s of $10, 000 per mon h for eight months, assumption of up to
approximately $4 5, 000 in 1iabi 1it ies, cancellation of a 1I ernployme» t c ontract s
of the I n( andem pr inc i pa 1s and cancel 1at ion of. opt: or1s to purchase our common

stock . As of the date of the Terminat ion Agreement, $4 14, 14 9 had beer.. furded
unde". the Furding Agreement . Due to questions of re& overability of this amour t
and & he .remaining commi" ment s under the Termination Agreement, a prov is ion of
$494, 4 9 l.as beer taken in the staternen. of cpelai ions . This p ovision
represents the $4& 1 4, 1. 4 9 fundir. g through the (ia*"e of t he Terrni. &at:i on Agreement

p 1 us an estimate 0 f remaining commitments under the Ter!n] natiOn Agreement 1 *h:i.ch
approximated $8 G, 000 at «he time . Approx ' mate 1y $60, 000 remains in accrued
1iabi 1it 'i. . es as of Jur. e 30!, 2 004, related to est ima(ed futures expenses re la 1 i&.g

to the Terminiation Agreemer. t .

I». conjunction with the Eundirig Aqreemel)t, a COnaultant was to be paid,
uncler h is

consult

i�
»g agreement with us a connn i ss ion (:.hat was being ne&-ot fated

with us . The commiss! on an&ount had not yet bee» determi»ed wl-. en questions of
:& ecoverab i, L: ty a rose and a plov i si on t 0 wr i te of f funcied arne un ts was inc 1uded:(. r1

I.he st a(..o.,ment o". operat:i ons . It .i s anticipated "-.hat the ma jority of an;.
commis s i on paid wi 11 be from future Intandem cash flows, if any, in a
c&ombinat ion of ca s & and .' «&me of' our ".&mmon s t.:ock, iHlt t h:i.s cari not. be assured or
estimated at this t 'me

On 14ay 12, 2004, after approval by the 8(?a rd !if' Di rec tc» s, we en'tered I nt' &

a Stock for Stock Exchange Agreement with Jimmy ' . Boswell, David G. Eu "as,
E(egina 1d W. E inkauf and Jihn D . M.:..I ler ( col 1ectively the P: incipa 1 s ) pursuant to
which the Principals agreed «o exc&sarge with us a total of 800 000 shares of our
cornmor& stock ov&ned by

'
. he Brin&..ipa Ls for. =. I ' of the outstanding common .' tock of

ou. who I ly-c&wned subs i diary, Cogn) qen Sw i tch Lng Technol ogI Ps, Tnc ~ ( CST ), an d

warrants to pur'chase 200, 000 shar es of our '.«?mmon stock at $ . 30 i5 per share
e f

feet�]

v&' February ", "004 . The .)os ir!c",, occurred & r lla: 2 1, 70()4 . A" 1 h!=' &".los] rig

ST alter Pd into a Has("e1 ervi' cs AgzecIne!&t (iMSA) to prov ' dc.. us w !.h
te 1 commun Lcat. ions rat:i ng, bi I 1 i ic), prov]. s: on ing, &"us(..o:.:.i r ca re, comm! ss:L&i!I i ng

and «latahase mar!age!nent f or a fee . The MSA:iis e f feet i ve .ebrua ry .I. , 2004, and

goes for one year peri(&ds ur& 1ess t ermir!at ed by either party at the end &if each
peri&?d w ith a 3(! day not 'ice .

As l&art of t. bee.'&&sing, CSI.'enterecl i!:l . arew note wi".!ha then exis().ng

I ender represen ti ng approx! ma &.e ly $223, 000 in deb(-. . ALI opt] ons to purchasP oi!r
ommon s . Ock 1ssiued Z o C I exiplovees were terminate i excep: for the out ion to

pul ( has(- 20!i ~
' &G&i] sha &:c:s of c ur cot&!n&!1, )" o )„owf&ec t&y «1 & II"r!y I, . Ho' w(. ' I wl". .i c;I

sales generatedby the agents thus :recruited. Our cormnissionstructure andplan
enables our agents to earn money without the necessity of developing a
subordinate agent base. Our revenueis dependent on sal.esby our independent
agents. Thefailure of these agents to achieve sustained sales will materially
adversely affect our financial condition andresults of operations.

We use self-replicating web page technology to run our web-based

operations. If another technology becomes the preferred industry standard, we

may be at a competi<ive disadvantage which, in turn, may require us to make

changes at substantially increased costs. If our technology becomes obsolete at

some time in the future and we are unable to change to an alternate technology

in a cost effective manner, it could materially adversely affect our financial

conditions and results of operations.

As of June 30, 2004, we had made advances of $454,149 to Intandem

Co._minicat;ions Corp. (Intandem). On April I, 2003, we and certain principals of

Intandem entered into an agreement (Funding Agreement) pursuant to which we

agreed to provide up to $448,093 in a series of loans to Intandem. Effective

February I, 2004, by mutual agreement of the principals of Intandem and us, the

Funding Agreement was terminated and a separate agreement, the Termination of

Funding Agreement and Settlement Agreement (Termination Agreement), was entered

into.

The Termination Agreement provided that we would convert the notes

receivable of $387,399 into 100% of the outstanding stock of Intandem in

exchange for payments of $].0,000 per month for eight months, assumption of up to

approximately $45,000 in liabilities, cancellation of all employment contracts

of the !ntandem principals and cancel]ation of options to purchase our corn:men

stock. As of the date of the Termination Agreement, $414,149 had been funded

under the Funding Agreement. Due to questions of recoverability of this amount

and the remaining commitments under the Termination Agreement, a provision of

$494,149 has been taken in the statement of operations. This provision

represents the $414,149 funding through t_'e date of the Termination Agreement

plus an estimate of remaining coF_itments under the Termination Agreement which

approximated $80,000 at the time. Approximately $60,000 remains in accrued

liabilit:i.es as of June 30, 2004, related to estimated futures expenses relating

to the Termination Agreement.

In conjunction with the Fundirg Agreement, a consultant was to be paid,

under his consulting agreement with us, a co_ni.ssion that was being negotiated

with us. The commission amount had not yet been determined when questions of

:[ecoverability arose and a provision to write off funded amounts was included in

the statement of operations. It is anticipated that the majority of any

commission paid will be from future Intandem cash flows, if any, in a

combination of cash and some of our common stock, but this can not: be assured or

estimated at this time.

On May ].2, 2004, afte.r approval by the Board of Directors, we entered into

a Stock for Stock Exchange Agreement with Jimmy L. Boswell, David G. Lucas,

Reginald W. E:[nkauf and John D. Miller (col].ecti.vely the Principals) pursuant to

which the Principals agreed to exchange with us a total of 800,000 shares of our

corms.ion stock owned by the Principals for all of the outstanding common st.ock of

our wholly-owned subsidiary, Cogn:'gen Switching Technologies, Inc. (CST), and

warrants to purchase 200,000 shares of our common stock at $.30i5 per share

effective £ebruary i, 2004. The closing occurred on May 21, 2004. At the closing

CST entered into a Master Services Agreement (MSA) to provide us with

telecommun:Lcations rating, bi.l]irlg, orovJ.sioning, customer care, co:rnm:[ssion:[.ng

and database management: for a fee. The MSA is effective February I, 2004, and

goes for one year periods unless terminated by either party at the end of each

period with a 3(:) day notice.

As part of the closing, CST entered :into a new note with a then existi.ng

lender representing approximately $223,000 in debt. All options to purchase our

common stock issued to CST employees were terminated except for the option to

_,urchase 200,000 shar_'s of our common stock owned by J:i.m_my L. Boswell which



optlior& expired .in Aug»st 2004 and was exercisab. Le at $3. 68 per. share.

At: he ' ime of the tr!ansaction, Jimmy L.
director of CST. David G. Lucas was the former
director of CST. Reginald W. Einkauf and John D

directors of CST. Nr. Boswel:L and t4r. I ucas are
ours. We originally acquired CST in April 2000
person sol. d all of: the outstanding stock of CST

Boswei. L was the- pres. &.cleI'lL a&id a
chief fir&ancial officer and a
t4iller were former officers and

former officers and d.l&rect crs of
when the Principals and another
to us for our cc&mmon st.ock.

ln conjunction with the Stock for Stock exchange Agreement, goodwill with a
net book value of $2, 893, 029 has been written off . With &.-.ons idela'tloI'& of
approxin&ately $26, 000, calculated using t.he Black Scho'es method of calculation
for the 200, 000 warrants, goodwil. 'L of $2 893& 029 and $168, 448 in negai ive equ:i ty
that was assumed by the Principals, and the 8G0, 000 shares of ou" common stock
that were repurchased from the Principals valued at $.31 per share or $248, 000,
we recorded a non cash loss of $2, 502, 583 on this transaction t:hat is :i.nc.l.uded
in our statement of operations for the year ended Jur&e 30, 2004.

Ne had revenue from three customers l'at generated a total of approximately
25'.; and 324&; cf to al revenue for ". he years ended June 30, 2004 and 2003,
respect. ive 1.y

Competi tion

We compete wi th all of the companies for whom we sell products as an agent,
with a number of compar&ies that. are network marlceting telecommunication
companies, and witn all cutsidP vPndors who sell telecommur. ications and personal
communi. cations proclucts directly and over the Inte".net.

t4any of our current and potential competitors have l onger operatir&g
histories and s' gnif icantly greater selling anci market ing, technical, fir arcial,
customer support, professicna' services ard other resoUlces t "lan we do. As a
resu. l. t, these comlpcti: c-. 5 are able to devote great r resources o the
developmen , promction, sale ard support of the:Lr products. l4oreover, our
competitors may foresee I he course of market developments more accurately than
we do and could develop new echnologies that co&&pete -:1th us or ever, rerGPr' OLlr

services obsolete. We rray not have sufficient rescurces -'. o cor.tinue tc rrake the
investmerlts or achi. eve the technological advances recessar' I. o compete
successful ly with existing or new cc&mpetitors. In adcli' .i.or&, due tc I:he rapidly
evc&ving markets in wh' ch w compete, additicna' competi: ors w-'th sigri i "art
market preser&ce anci financial resources, inciudi:lg 1ar. c&e t&e1eccmmunlca'tlons
companies, may er, ter our marl. ets, &-hereby further intensif yir&g competition.

The markets in which we compete are charact&erized b" increasing
cor,solidation. We cannot predict hcv& industry cor solida icn will affect cur
competitors and we may not. . be ab.' e to ccmpete successfu ly .in an increasingly
consolidated industry. Additionally, because we may l&e dependent on st ra egic
rel at l orlShips with third pa r ti es in our:.i r&dustry, any consolidai:to« involving
these part les cou'I d reciu: e the demard:f'or ocr prod&cts and otI&c..Lwise harsh O'UK

business prospects. Gur competitors that have large marke capitalizaticr&s or
cash reser:!es are a.Lso& bet.:ter pos i. tior&ed thar. we are t..o aequi. rc. Othe . companies,
including OUL ComPet 1'tols I hereby obtaining new techno: ogie. or p"oducts t ha't

may dlsp .ace cur px'odUct 1 Lfles . An v of these acqui sl t. fons could cg 1ve oU L

compet'l. tlol s a st I ateqLC aclvar'I&age. . tl&at wc&ul ' mater'Lally and advet sely af f P(". .. our
business, firlancial condition ard results of operat'ons.

In addi ion, many of c&ur ccmpetit or - have mu "h great e' r;a&r&e recognition and
&'&ave a mol e ext. er sive cu .tomer base, l'&roacer &..ust orner r clat i c r&s..'&ips, s igrti. f. .i cant
ELnancir&g programs, and brc&ader product. Of fer'i. ngs tl'ar& we dc. These corm&a«Les

'an adcp: aggre ":ive pricing policies and leverage their custcmer bases and

broader. pr'c&d '- "t c&fferings ':o gain market share.

I'v'e expect th& I:ompeti t ve pressures coul. d .-' Sul' r: pr.i ce reducticr&s,
reduc:ed margin and loss of market snare, &~tl ch rcul ci mat er.; a.l ly o-. nd adverse, l. y
affe&"..t our business& financial cnndi: ic&n ard results c operations.

option expired in August2004andwasexercisable at $3.68 per share.

At the Limeof the transaction, JimmyL. Boswellwasthe president and a
director of CST. DavidG. Lucaswasthe former chief financial officer and a
director of CST.ReginaldW.Einkauf and JohnD. Miller were former officers and

directors of CST. Mr. Boswell and Mr. Lucas are former officers and directors of

ours. We originally acquired CST in April 2000 when the Principals and another

person so.].d all of the outstanding stock of CST to us for our common stock.

in conjunction with the Stock for Stock Exchange Agreement, goodwill with a

net book value of $2,893,029 has been written off. With consideration of

approximately $26,000, calculated using the Black Scholes method of calculation

for the 200,000 warrants, goodwil.:l of $2,893,029 and $168,448 in negative equity

that was assumed by the Principals, and the 800,000 shares of our common stock

that were repurchased from the Principals valued at $.31 per share or $248,000,

we recorded a non cash loss of $2,502,583 on this transaction that is :included

in our statement of operations for the year ended June 30, 2004.

We had revenue from three customers that generated a total of approximately

25% and 32% of total revenue for the years ended June 30, 2004 and 2003,

respective], y

Competition

We compete with all of the companies for whom we sell products as an agent,

with a number of companies that are network marketing telecommunication

companies, and withall outside vendors who sell telecommunications and personal

communications products directly and over the Internet.

Many of our current and potential competitors have longer operating

histories anti significantly greater selling and marketing, technical, financial,

customer support, professional services and other resources than we do. As a

result, these competitors are able to devote greater resources to the

development, promotion, sale and support of their products. Moreover, our

competitors may foresee the course of market developments more accurately than

we do and could develop new technologies that compete with us or even render our

services obsolete. We may not have sufficient resources to continue to make the

investments oz" achieve the technological advances necessary I:o compet:e

successfully with existing or new competitors. In addition, due to the rapidly

evolving markets in which we compete, additional competitors with significant

market presence and financial .resources, including large telecommunications

companies, may enter our markets, thereby further intensifying competition.

The markets in which we compete are characterized by increasing

consolidation. We cannot predict how industry consolidation will affect our

competitors and we may not: be able to compete successfully .in an increasingly

consolidated industry. Additionally, because we may be dependent on strategic

relationships with third parties in our .:i.ndustry, any consolidation i['_voiving

these parties could red[lee the demand :[[or our prodL_cts and otherwise harm our

business prospects. Our competitors that have large market capitalizations or

cash reserves are also better positioned than we are to acquire other companies,

including our competitors, r_hereby obtaining new technologies or products that

may displace our product lines. Any of these acquisitions cou].d give our

competitors a strategic advantage 'that would mate:ria].ly and adversely affect our

business, financial condition and results of operations.

In addition, many of our competitors have much greater name recognition and

have a more extensive customer, base, broader customer re].at::[cnships, significant

:financing programs, and broader product o_fferings than we do. These companies

can adopt aggressive pricing policies and leverage their customer bases and

broader product offerings to gain market share.

we expect that competitive pressures cou].d result :in price reductions,

reduced margin and ].oss of market share, which could materially and adversely

affect our business, financial condition and results of operations.



The industri es in wh i ch our agents rese'L l have se &erdlly expPrl enced a high
rat. o f customer turnover. The rate of custor«er tilrr!Over 1s Bit tributable to
several factors .inc:.!udlri&!, t?!e lror'i-use of &'usi 0 &iei.' c Or!tracts, d f'fordab i. liLy,
customer care concerns and other competitive factors. Our strategy to address
customer turnover rriay not be successful or the rate of customer turr!over may be
uriacceptable. Price competition and other cc&mpetit. i.ve factors &"oui d also cause
ir!crea ed customer turnover. A high rate of custor«er turnover could have a
material adverse affect on our cor&ipetitr've posit)on and results of operations,

Regulation

We are
marketer of..
are authori
(

II f !!II
)

Sect ion 21
corr&mi s s i on"-

.erv:i. ces .

not currently subjec:t to any governmental regulations as an Internet
telecommun:Lcations an.3 Lechnology based products and ..ervi. ces. We

zed pursuant to authority of tlie Federal Communications Commission
operate as an intrastate and international resale carrier under
4 of the FCC rules. In aclditior, we are regu'. Lated by some state

zls a reseller of intras. .ate lorig distance telecommunications

The markets for tiie products and services i.hat we sell are characterized by
a significant number o .!,aws, regulatio!&s and standards, inc)uding '-hose
promulgated by the "CC. While we believe that our sercvices comply with all
current governmental ldws r.'cgulat. lons and standards, we caninot assure you i:hat
we will be able to continue to do so in the future.

Our customers may also require, or we may otherw. i.se deem it. necessary or
advisable, that we modify our services i o address ar ticipated changes in the
regula"ory envi. ronr&ent. Failure of our services to comply or if. we ex"&. rience
delays 1n compliance, viith the various existing, anticipatec. , Br.d evolving
industry regulations and standard = co ild adversely af e."t sa'es of ou. existing
and future products. l!oreover, the enactment oi r.ew laws or regulat Lons, char. ges
in the i:iterpretation or existing laws or regulations or B reversal of tire trend
to &ca rd deregula t i or' in the '' e 1ecor(&!Bun 'L cat ions Industz y, cou ld have a mater ' a 1

adverse affect or our business, firidncial cordition and .esults of operations.
Employees

As o June 30, 2004, we had 12 employees, all of whom are fu l-tirre, based
in our offices and fa"'i. lities in l:env 'r, Colorddo d ic! .'edttle, Wasl"ing'Lon.

Item 2. Description of Property

We lease approximately 3, 353 square feet of office :.:pace at. 6405 ?18th
Street, S.W. , Sui '.. 305, ?4ourrtlake Terrace, Wash)ngton 9804.3, pursuant t o ca

lease that will -'... rminate on July 31, 200&7 (unless extended';, and Lha= currentl. y
requires mon hly rental payrients of ."5,100. We also iease approximately 1, 287
square feet of office space Bt 3495 !4inton Place, Bu:!..1ding E, Suite 270,
Pochester, New York 14623, p!rrsuant to a "ease tl at will terminate or June 30,
2005, and ' hat c! rren( ly requires mc, nth! y paymec&ts cif appro:&ir«ate. l.y Sl&, 80& and
lease !Jni L 506H dt 30:i. Ox!.ore! Val.ley 8odc!, Yardley, Perinisylvania p! rsuanL to B

1 ase that will terr«inate on Apr'1 30, 2005 -nd that requires monthly r ntal
payments cf apprcx;i, mately 82, 317 per month ano a final payment of 84, 774. We

will pay 86, 478 by December 2!')04 tc buyout tlie remaining term of the Rochester,
New Yor k fac i. :j i' y and are at tempt i ng i o subleL tire Yard ley, Pennsy Ivan i a

facili!.y& !& i'tll .. f w?&i c!. w(, prPviously "'j osed c& ope cat ions.

Item 3. Legal Proceedings.

In September. 2004, we:!i.!ed a i awsui t «gainst Arr&er!i can Commuriications LLC

(American Cor«mun Lcations), David Stor e !Stone) arrd Har y (gorlovesky (igorlovesky',
in the Circuit Court "f &he Twe!!tie th rudi:. r'BJ Ci rcuit in and fc&r Dade Count&!,
Florida. : n &&ur i:omplain, we allege !1! !..hat American &Jc&F&&!Fiuniccat 'orr.' breached B

sett. l. em&='r!i czgreeF(~int by nc''" !&raking a!.'! o' the &10!),000: f; "&aymerli s r(scpli. red
thereunder r:o pay&: 'f a pr&..miss ry note ancd agreement i:c;r 8300, 000 tha! vrds

assi c!ned to arid is owed r o us Bnd !i'. derrianded j udgmer! t o 6 '-'334, 119 on the
pr orii ssory note, nd a&rreement pi u- .-': ".t (i!est; ri.m May 10, 2004: !2)'t!iat. we

The industries in whichour agents resell have severally experienced a high

rate of customer turnover. The rate of customer turnover is attributable to

seve]_'al factors including, the non-use of customer; cont.racts, affordabiiity,

customer care concerns and other competitive factors. Our strategy to address

customer turnover may not be successful or the rate of customer turf'over may be

unacceptable. Price competition and other competitive factors could also cause

increased customer turnover. A high rate of customer turnover could have a

material adverse affect on our cortLpetitive position and results of operati.ons.

Regulation

We are not currently subject to any governmental regulations as an Internet

marketer of telecommunications and technology based products and services. We

are authorized pursuant to authority of the Federal Communications Commission

("FCC") to operate as an intrastate and international resale carrier under

Section 2].4 of the FCC rules. In addition, we are regulated by some state

corc_issions as a reseller of intrastate long distance telecomxLunicat ions

services.

The markets for the products and services that we sell are characterized by

a significant number of ]..aws, regulations and standards, including those

promulgated by the FCC. While we believe that our services comply with all

current governmental laws, regulations and standards, we cannot assure you that

we will be able to continue to do so in the future.

Our customers may also require, or we may otherwise deem it necessary or

advisable, that we modify our services to address anticipated changes in the

regulatory environment. Failure of our services to comply, or if we experience

delays in compliance, with the various existing, anticipated, and evolving

industry regulations and standards could adversely affect sales of our existing

and future products. Moreover, the enactment of new laws or regulations, changes

in the interpretation of existing laws or regulations or a reversal of the trend

toward deregulation in the telecommunications industry, could have a material[

adverse affect on our business, financial condition and results of operations.

Employees

As of June 30, 2004, we had 12 employees, all of whom are full-time, based

_n our offices and facilities in Denver, Colorado and Seattle, Washington.

Item 2. Description of Property

We lease approximately 3,353 square feet of office space at 6405 2!Sth

Street, S.W., Suite 305, Mountlake Terrace, Washington 98043, pursuant to a

lease that wi]..1 terminate on July 3!, 2007 (unless extended), and tha_ current].y

requires monthly rental payments of $5,100. We also lease approximately 1,287

square feet of office space at 3495 Winton Place, Building E, Suite 270,

Rochester, New York 14623, pursuant to a lease that will terminate on June 30,

2005, and that currently requires monthly paymerLts of approximately $].,180, and

lease Unit 506B at: 30[[ Oxford Valley Road, Yardley, Pennsylvania pursuant to a

lease that will terminate on April 30, 2005 and that requires monthly rental

pa_nnents oi[ approximately $2,3].7 per month and a final payment of $4,774. We

will pay $6,478 by December 2004 to buyout the remaining term of the Rochester,

New ¥o.rk facility and are attempting to sublet the Yard].ey, Pennsylvania

facility, both of which we previously c].osed to operations.

Item 3. Legal Proceedings.

In September 2004, we filed a lawsuit against Amer'.car, Communications LLC

(American Colcununications), David Stone (Stone) and Harry Gorlovesky (Gorlovesky)

in the Circuit Court <.f the Twentieth Judicial_ Circ.uit in and for Dade C<;unty,

Florida. in our corrLplaint, we allege (I) t-.hat /anerican Communications breached a

settlement a.greement b_ n<,t making a].i of the $]00,000 of payments required

thereunder to payoff a promissory note and agreement for $300,000 that _;as

assigned .to and is owed to us and we demanded judgmer't of $334,119 on the

promissory note a_"d agreement p].us interest f_om May I0, 2004: (2) that we are



owed 081, 000 for. a O'Lshonored check of S20,
under the se=tlement agreement and I3) that
proiiils9 "«l. y Iiot e al1d «a(J i'(;'emei'it a(id eius I„pay
note an«d agreement plus our attorneys fees,
the promissory note and agreement.

00(i wl-. itten as the last payment due
Stone and Gorlovesky guaranteed the
the a((I«)u(!I dpi( ur!der I" he pi. om'Lssory

cost and expenses in collecting on

Item 4. Submission of Matters to a Vote of Security Holders.

Ho matter was submitted to a vote of our scour' ty holders during our fourth
fiscal quarter ended June 30, 2004.

owed$81,000for a dishonored checkof S20,000 written as the last paymentdue
under the settlement agreementand (3) that Stoneand Gorlovesky guaranteedthe
promissory note andagreementandmustpay the amouni_due under the promissory

note and agreement plus our attorneys fees, cost and expenses in collecting on

the promissory note and agreement.

Item 4. Submission of Matters to a Vote of Security Holders.

NO matter was submitted to a vote of our security holders during our fourth

fiscal quarter ended June 30, 2004.
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Tc[.:ai r&averue for fiscal 2004 was $'10, 735, 099 compared to $10, 916, 272 for
2003. l.'iarke: ing commissions revenue was $5, 080, 650 for 20G4 compared to
$6, 918, ll79 for.. &-he pr ior year . Telecommunic" Li oii revenue was $5, 636, 291 for
20G4 as compared tc& $3, 988, 34:3 for the prior year.

Mla rke[. ing comm:Lssions revenue For 2004 decreased $1, 837, 829 from that of
2Q[33 oz' 27'i. Thi . decrease reflects a trend that began in our first fiscal
quar[.-er of 2'.&0:3 and continued through pa rt of the fourth f.Lscal quarter of 2U04.
We believe tiiis trend was in large part a result of the lack of new product
opportunities for our agents, inadequate customer service and partly from our
strategi. c transition previously explainecl. During the second half of iiscal
2004, we entered into agreements to market additional and new products that were
and re..(iain very consumer desi. rable such as voice over internet. protocol (VOIP)
telephone services, cell phones, satellite television and bundled services for
local and long &iistance service. We have also emphasized customer servi& e this
year reducing our response t.ime to customer inqui. ries and order veri f.i. cation.
Marketing additio. .al and new products and better customer service has helped
stabil. i. ze marketing commissions revenue.

Tel ecom(&uni&oati. .ns revenue increased $ , 647, 948 for 2004 compared to 2003,
or 41%. This increase resulted from approximately $?, 500, QOG of
telecom&1&unications revenue from new proprietary products and services being sold
offset by a decrease of approximately $900, OGO of telecommunications revenue
from proprietary products and services -'hat were being sold in the prior year.
Our proprietary customer base i ncreased approximately 15, 000 to approximately
26, OGO proprietary cust omers currently. A bigger port ion of those proprietary
customer - are small busirless or dedicated customers who have entered into
service contracts with us for usually one to two year. periods and who represent
higher months usage than most residential customers. Part of the decrease in
propr. '-etary products and services resulted from our sale of CST to its
princ;:pa. 'Ls effective F'ebruary 1, 2004. Ps part of the sale, CST maintained
appr&.. xima[e'&y $70&, 000 in monthly teiecommur ications revenue, approxiirately 50".o
from a confe enci. ng pr&duct [t switches through iLs facili. ties based switch and
another 50». from a customer base v&hirh receivPs no new customers but is
primari' y a bil'ing service based customer.

Marketing commissions experise decreased from $3, 494, 038 for 2003 to
$2, 512, 429 f:&r 200[, a decrease of 28%. This decrease .o: re'iates & o the decrease
i. n miarket:irig commiss'i. or:s revenue Pxpla:Lned above. f!ad the payments to
shareh& lder &iescribed in Note [3 (Sto kho' ders Redemption Agreementl to the
cnsolidated Pinancial Statements been recorded as mar keL'l rig i omm&3 sslons ex[..P&&se

lns'te»«(3 of a reductl &ri o: ce erred con&missions payable on the balance sheet,
ma=keting co&r(missior&s expense would have been h:igher by $526, 644. We &io not.
antici. pate recordirig t hese paymen& s as market:ing comm i.ssi. ons exper& P.. unt. L .

iometlme irl 2006.

:eiecommunications expense increased frc&m $409, 055 fo" 2003 to $7 '9, 312 for
.",'004 or 78%. Th''s increase L..;. primaril. y a res&&1. t of our str-tegic transit:ion to
s..ll more propriet ary prod&&c [is and services. These products and servi&.-.es .i rclude
those genera=ed throuch our lritandem created relations which are paid at higher
c&o&miuissi ori rates than those paici cr market. ing commissions revenue.

TelecoLmunicat ons operating expense s, prim&ar i. ..[y carrier & osts, ir;creased
$971, 359 ".or 2('[04 ":&mpare(i t..o 2003 ..& 46".:-. , flomi $2 &, 32 0:35 t-o $3, 103,394. This
1ncrea. 'P is cons is ent wl h t t'le 1&icreslse ' ll "olrc spondi rig revenuia wlli c:1
Lncrea &'-. ed 41 [& for t. he &.::arne & i 1"..e period. Tel(1&&co»L&n&:.'r& i ca t i ons ol&&ara Ling & xpens&'s as

&i pe &entage of tele&lor&(&ri&:r&icat Lons revenue .Lncreased from 54::3 ' r '003 tc& 55'&; in
«0&34 .

Selling, general and admi nistrat i ve expenses de".reased $124, 09[ for 2004
ccmnared to 2003, or 3'&3. This decrea'e . s 1a&.-. gel 1& attributed to decreases in
&"on&sulti. rig, legal and accounting fees of $3&33, 409, [.ravel experses oi $93, 91'=,
server and s' ate ta«xes oi .". 109 66'3, of: fseL i!1 part by:Lncreases to expenses
related to the increase .in pr&.:prietary reverliles su( h as c& E&lit card, .;CP(. :L&

ch&'ck and 1' "e ising fees of $210, 20 '. Other increases included fees pa'd to &'ST

f r &lustomer scrvl ce "1 ld sw i '& ctii r&g s& rvi&les &
am(&'«ng &'«ther t'l l r&c&s, s) &lee Pet&r»a 19

i Total revenue for fiscal 2004 was $1.0,735,099 compared to $].0,916,272 for

2003. Marketing commissions revenue was $5,080,650 for 2004 compared to

$6,918, 479 for the prior year. Telecommunications revenue was $5,636,29]. for

2004 as compared to $3,988,343 for the prior year.

Ma:cketing comm:[ssions revenue for 2004 decreased $1,837,829 from that of

2003 or 27%. This decrease reflects a trend that began in our first fiscal

quarter o'[ 2003 and continued through part o.f the fourth fiscal quarter of 2004.

We believe this trend was in large part a result of the lack of new product

opportunities for our agents, inadequate customer service and partly from our

strategic transition previously explained. During the second half of fiscal

2004, we entered into agreements to market additional and new products that were

and remain very consumer desirable such as voice over internet [-rotoco.l (VoIP)

telephone services, cell phones, satellite television and bundled services for

local and long distance service. We have also emphasized customer service this

year reducing our response time to customer inquiries and order verification.

Marketing additional and new products and better customer service has helped

stabili, ze marketing commissions revenue.

Telecom_flunications revenue increased $1,647,948 for 200.4_ compared to 2003,

or 41%. This increase resulted :from approximately $2,500,000 of

telecommunications revenue from new proprietary products and services being sold

offset by a decrease of approximately $900,000 of telecommunications revenue

from proprietary products and services that were being sold in the prior year.

Our proprietary customer base increased approximately 15,000 to approximately

26,000 proprietary customers currently. A bigger portion of those proprietary

customers are small business or dedicated customers who have entered into

service contracts with k_s for usua!].y one to two year periods and who rep_resent

higher months usage than most residential customers. Part of the decrease in

proprietary products and services resulted from our sale of CST to its

principals effective February i, 2004. As part of the sale, CST maintained

approximately $70,000 in monthly teiecon'_nunications revenue, approximately 50%

from a conferencing product it switches through its facilities based switch and

another 50% from a customer base which recei%-es no new customers bul- is

primarily a billing service based customer.

Marketing co._.issions expense decreased from $3,494,038 for 2003 to

$2,512,429 for 2004, a decrease o.f 28%. This decrease correlates to the decrease

in marketing commi s sior'..s revenue explained above. Had the payments to a

shareholder described in Note 8 (Stockholders Redemption Agreement) to the

Consolidated Financia]. Statements been recorded as marketing commJ.ssions expense

instead of a reduction of deferred con%missions payable on the balance sheet,

marketing co_nissions expense would ha%-e been higher by $526,644. We do not

anticipate recording these payments as marketing commissions expense until

sometime in 2006.

Telecommunications expense increased from $409,055 for 2003 to $729,312 for

2004 or 78%. This increase :is primarily a result of our strategic transit-ion to

seli more proprietary products and services. These products and services include

those generated through our Intandem created relations which are paid at higher

commission rates than those pa].d on marketing comm:i.ssions revenue.

Telecom_munications operatirtg expenses, primarily carrier costs, ]nczreased

$97i.,359 for 2!i]04 c.:_mpared to 2003 or 46%, from $2,].32,035 to $3, i03,394. This

increase is consistent with the increase in corresponding revenue which

:_ncreased 4i% for the same time period. Telecom_r_unicatior-s operat:ing e×penses as

a percentage of <eleeo_#mzn].cations revenue :increased from 54% in 2003 to 55% in

2004.

Selling, general and administrative expenses decreased $124,094 for 2004

compared to 2003, or 3%. This ,decrease is ]a:i.?geiy attributed to decreases .in

consulting, legal and accounting fees of $383,409, travel expenses of $93,'.9].5,

server a[_.d state taxes of $109,668, o:ffset in part by increases to expenses

related to the increase .in preprietary revenues such as credit card, credit

check and licensing fees of $210,207. Other increases ir-cluded fees paid t.o CST

for customer service and swJLch.:i, ng services, among other things, since _'ebruary



1, 2003 of $219, 718.
approximately $265, 000
who were work ing in ou
during 2004. We have
administrative from the
month and krom other co
expeiiscs a&id sdlaries&
an ori&Io I ng basis .

Another decrease:Lncli. ded sala ri es which decreased
for the -ale of CST but increased $158, 535 for personnel

r R&achester fa&"il.i. ty but i.&hi "li facik. it-y was sliut dowri
benefited from decreases to sei lil'ig gpl'ieral and

CST transaction of approximately $25, 000 to $.30, 000 per
st and expense reductions such as reduc:Lng unwarranted

among other thing', of in excess of $30, 000 per month cn

The provision for sale of CST of $2, 502, 583 relates to the Stock f' or Stock
Fxchdnge Agreement or sale of CST Lo its principals. Goodwi. .ll with a net book
value of $2, 893, 029 was written off. The goodwill was rerorded in 2000 wher»&e
acquired CST. With cons:ideration of approximately $26, 000, cal& ulated us.ing tkie
Black Scholes method of calculation for the 200, 000 warrants awarded, goodwill
of $2, 893, 029 and $168, 448 in negative equity that was assumied by the
pri n ipals, and the 800, &300 shares of ou. common stock tha. t was repurchased frcm
the principa' s valued at $.31 per share, we recorded a loss of $2, 502, 583 on
this t z a nsact. ion.

The provi sion for termiration of lntaridem Pundin&i of $491, 149 results fro«i
a funded amount. of $414, 149 funding through the date of t:he Termination
Agreement plus an estimate of remaining commit. ments under the Termiir ation
Agreement which approximated $80, 000 at the time.

Depreciation and amort"' =ation decreased $78, 689 from $134, 587 fcr 2003 to
$55, 898 or 2004 . This decrease was a result of t:he CST sa." e as previously
de=bribed and to assets becoming fully depreciated.

Interest expense for 2004 of $46, 849 was lower by $5, 084 : rcm i:hat of 2003.
This resulted from lower average outstanding debt cr receivables financing
arrangement levels. Seasonality and Ei"onomic Conditions

vu i" 1eve&lue dnd sales are nct d ffected by seasons of the year . In f 1at.L«n

Ne do riot be' ieve that inflati&in had a material impact or. our results cf
operations for. the fiscal years ended Jure 3G, 2"04 or 2G03,

0" quidi ty dr&el Cdpi"'al Resources

Ne have historically . unded our operations primeirily from sales of
securiti es a .d cperaicions At June 30, 2004 w&. had cash ard casl' eouivalerits of
$213, 611 and negative working cap': tal of $1, 21"-,557. Casl' .rovided hy opera i«ins
dur. ing ttie year ende'1 June 30, 2004 was «227, 938.

Cash used in investing act''vities of '177, 9&12 included advances of $241, 397
under ". he terms &4i the Furidirg Agreement with Intandem. Ca h used:Ln f inancing
act"' v' t":es of $249, 377 primarily includeo net pro&.:eeds froiri the receivabl es
:Eiriancing agreement. of $308, 1&30 offset by the payment of &.'.eferred commissioris of
$526, 644 and paim&ent on a n te payablia f. $50, 000.

Ne have a balance outst. anding under a receivah. i. es t 4 nancing arrangement as
of Jure 30, 2004 of $308, 100. This represent s t he amount: of marketing
commiss:i. oiis rece i vdbles that' have been sol; U;id,'r an Accou!'its Rece:i.vab L .
Purchase Agreement l'Receivables .' ur&. . t as.. Agreemeni ) wit li a k)ank. The Receivables
Pu elias e Agreement prov: ries for up to .,'. 1, "50, 0 00 in mar he irig com&&ii as icr&s

receivable to be u..:cd as col lat. eral for a-lvarr es uncei: i:I e Recei';ab. e ' 1'u'. ".hase
Agreement of which 65;i of tlie marketi. ng comm': ssiors receivable balai'ces are
available:Ln cash advances to the Ccmpany. Interest. ck&ar&ki di e 1.3'o per monist&

on the marketi!&g commissions receivab. le ba lances used as ..«allaterak . After one

year, the Receivables Purcha'=e Agreement i" from year tc year unles i terminated
in wri t,lrg b«ei ther p." rty. "I'he Cox!pa."i & is i. :i compliaric«~1th the terms and
&'onditions of: he Receivables Pu chiase Agreemerit:.

Casti fiows generated from operations and. from oi.'r . ec.. ivables .f. inancing
arrangelTient were s''. f—'cien't to irieet our worki;ig capit .il reqi. :iremen' s for tl";e

year cade& June 30, 2004, bu. may nc. be suf f '. c ' er'it t.o meet o»". w&:. '; k ing capita. i

I, 2003 of $2]9,718. Another decrease :[nc!uded salaries which decreased
approximately $265,000for the sale of CSTbut increased $158,535for personnel
whowere working:in our Rochester facility but which facility wasshut down
during 2004. We have benefited from decreases to selling, general and
administrative from the CSTtransaction of approximately $25,000to $30,000per
monthand from other cost and expense reductions suchas reducing unwarranted
expensesand salaries, amongother things, of in excessof $30,000per monthon
an ongoingbasis.

Theprovision for sale of CSTof $2,502,583 relates to the Stock for Stock
ExchangeAgreementor sale of CSTto its principals. Goodwill with a net book
value of $2,893,029 waswritten off. Thegoodwill wasrecorded in 2000whenwe
acquired CST.With consideration of approximately$26,000, calculated using the
Black Scholesmethodof calculation for the 200,000warrants awarded, goodwill
of $2,893,029 and $168,448 in negative equity that was assumedby the
principals, andthe 800,000shares of our commonstock that wasrepurchasedfrom
the principals valued at $.31 per share, werecordeda loss of $2,502,583on
this transaction.

Theprovision for termination of Intandem Fundingof $494,149results from
a funded amount of $414,149 funding through the date of the Termination
Agreementplus an estimate of remaining commitments under the Termination

Agreement which approximated $80,000 at the time.

Depreciation and amortization decreased $78,689 from $134,587 for 2003 to

$55,898 for 2004. This decrease was a result of the CST sale as previously

described and to assets becoming fully depreciated.

Interest expense for 2004 of $46,849 was lower by $5,084 from that of 2003.

This resulted from lower average outstanding debt or receivables financing

arrangement levels. Seasonality and Economic Conditions

Our revenue and sales are not affected by seasons of the year. Inflation

We do not believe that inflation had a material impact on our results of

operatlions for the fiscal years ended June 30, 2004 or 2003.

Liquidity and Capital Resources

We have historically funded our operations primarily from sales of

securities and operaZions. At June 30, 2004 we had cash and cash e eT.livalents c-f

$213,611 and negative working capital of $1,211,557. Cash provided by operations

during the year ended June 30, 2004 was $22'7,938.

Cash used in investing activities of $177,942 included advances of $241,397

under the terms of the Funding Agreement with Intandem. Cash used in financing

activities of $249,377 primarily included net proceeds from the receivables

financing agreement of $308, I00 offset by the payraent of deferred commissJ.ons of

$526,644 and pa_lent on a note payable .:<f $50,000.

We have a balance outstanding under a receivaDies financing arrangement as

of June 30, 2004 of $308, i00. This represents the amount of marketing

commissions receivables that have been sold under an Accounts Receivab] e

Purchase Agreement (Receivables Purchase Agreement) with a bank. The Receivmbles

Purchase Agreement provides for up to $i,250,000 in marketing commissions

receivable to be used as coJ.]ateral for advances under t_'e Receivabies Purchase

Agreement of which 65{ of the marketing commissions receivable balances are

available in cash advances to the Company. Interest: charges are I..9% per month

on the marketing commissions receivable ba!ances used as collateral. After one

year, the Receivables Purchase Agreement is from year to year unless terminated

in writing by either party. The Company is Jn compliance with the terms and

conditions of the Receivables Purchase Agreement.

Cash flows generated from operations and from our receivables financing

arrangement were sufficient to meet our working capital requirements :[or the

year ended June 30, 2004, but may not be sufficient to meet o,_:! w<,rking capital



requirements for the foreseeabl, uture or prov:.Lde for e%pansion oppori »riities.
Cul r Pnr ly, we are '=lowly r& rJucing our average balarices outstanding undeI. Our

race j iIablPs 'ir&ancLI'&4 r& rra &ge&&ienL'. Ne i&ave I educed &'osL''! and (xpcns. ..s b'}&

reducillg personnel, reducing or el i&&&inat irig unwar rant ed expenses and have sold
CST, our former subsidiary, which all combined have increased our cash flow" in
excess of $50, 000 per morith. Ne are looking at variou. . finan&lirig and equity
oppor!. unities to provide addit ional working capital or for expansion
oppor! unities and continue to identify costs and expense' that can k&e reduced or
eliminated. There can be no assurance we will be able to secure additional debt
or equity financing, that we will be able to reduce or eliminate r&,ore 'osts arid
expenses or hat cash f'lows fro!ri operations wJ. L.L produce adequat!e cash flow to
enable us to meet all c&f our future obligations or to be able -' o expand.
However, we believe tha t we will be successful iri produc Ln&g su ff i c i ent crlsh
flows from all collective sources to continue for at least the next twelve
IQonths.

Critical Accounting Policies

Ne have identified the policies below as c.ritical to our bus' nPss
operations and the under' t Inding of our results rr operations. ln the ord"'r!ary
course of business, we have made a number of estirrates and assumptions relating
to the reporting of results of operations and financial condition in the
preparation of our financial sf atements in con for&&!L ty with account:Lng principles
generally accepted in the United States. Actual results could differ
significantly from those es imates under different assumptions and conditions.
N&e believe that the following discussion addresses our mos cr'tical accounting
policies, wh) ch are those that are most iimiportant =o the portrayal of our
financial condi. tion and resuits of operatior s and require our most difficu'-t,
subject' ve, and complex judgments, oftpn as a result of the reed o makp.

estimates about the effect of ma ters that are inherently un'ertain.

Our CI 1tical accounting policies are as fol I ows:
marketing commi. ssions recei. vable;
goodwill;
.'aJ.uation of lo. ,g-lived assets;
commissionis pavable; and
I eve!'!ue recc)(Jn ' tlon.

&!.arketing Commissions Peceivable

fo.r.
pay

Marketing cormiissions rene-: vable represent arliounts due f rom outside vendors
t(- 1( c Itrmun Lcat iok! Services used by subscribeI s. Ti pi(ally outsl&Je ve&lciol's

c&.;mmissions due to us forty five to s:Lxty days af CPr the usage Irorth —end.

Ani allowan&"e for do&ubtful accounts of «'154, 35/ as of Tune 3!3, 2004, has
been established by us to prov-:de for potential uncoli'e(. tible a..counts and is
cleemiied t o be adequaLe by Ir&aria&Tement based &. n nistorical r(s&llts.

Goodv&: 11

: he excess of the p&Jrdi se pl lcP ovPr ne' esse 's a. q&ilI. Pd by the Company

from unrelated t hird parties .is rec rded as go&'dwi. L.l. Gr. odwill resulted from the
acquisitinn oi. CST ir, 2000&. In .Tuly 2&0!,1& the E'ASi3 iss!Ied Sta'temPnt o!': .»Jnancia. I

Accounting Standards I SE'AS I Nos. 141 and 142, "Bus i ness Co!&!bina ions" arid

"Goodwi 11 and Gther .In!:.a "iq I bl:-i Asset -. " S""AS tho. 1'l l !'equi ri.s (I.'.1 bus'I I:e s
coI&&binaL lors in i t Laced a f ter Tune 30, "001 to be a&"counted for us I I!g i he

p(!rchase method. Under the guiciance c&I SEAS No. 14", qoodwi. LL is &io Ic&nqer

suk& je!It to amor t) zatI on &&ver. .i. ts estimated useful li fe. Rather, qoocJw Lll wi. .!I be
subjec to at least an annual ass!'Ssl«ent for impairment by avplying a fair value
ba s(. tes t 'herP. wi'is nci &Ic'o(iwl 1 ' irc«. "' 'cI&' d as 0 k . L!ne 30i, .004 a' 1&.' 'was wr "'. t 'LPI!

of f in the 'tl ansacL10& 1e '. atec' '. o t hp sa I (-; of C i ' . ep Note: . to the
Consoliidated F'Lr&ancial Si ai.. emenLs.

Valuation of long-L, ::. verd Asse-s

i requirements :[or the foreseeable future or provide for e×pansion opportunities.
Currently, weare slowly reducing our average balances outstanding under our

recei.vables financing ar _angement. We have reduced costs and expe_-ses by

reducing personnel, reducing or eliminating unwarranted expenses and have sold

CST, our former subsidiary, which all combined have increased our cash flows in

excess of $50,000 per month. We are looking at various financing and equity

opportunities to provide additional working capital or for expansion

opportunities and continue to identify cost:s and expenses that can be reduced or

eliminated. There can be no assurance we will be able to secure additional debt

or equity financing, that we will be able to reduce or eliminate more costs and

expenses or that cash flows from operations will produce adequate cash flow to

enable us to meet all of our future obligations or to be able to expand.

However', we believe that we will be successful in producing sufficient cash

flows from all collective sources to continue for at least the next twelve

months.

Critical Accounting Policies

We have identified the policies below as critical to our business

operations and the understanding of our results of operations, in the ordinary

course of business, we have made a number of estimates and assumptions re].ating

to the reporting of results of operations and financial condition in the

preparation of our financial[ statements in conformity with accounting principles

generally accepted in the United States. Actual restalts could differ

significantly from those estimates under different assumptions and conditions.

We believe that the following discussion addresses our most critical accounting

policies, which are those that are most important <o the portrayal of our

financial condition and results of operations and require our most difficult:,

subjective, and complex judgments, often as a result of the need to make

estimates about the effect of matters that are inherently uncertain.

Our critical accourtting policies are as follows:

o marketing commissions receivable;

o goodwil i ;

o valuation of long-lived assets;

o com.missions payable; and

o revenue recognition.

Marketing con_missions receivable represent amounts due from outside vendors

for teleconununication services used by subscribers. Typically outside vendors

pay commissions due to us forty five to sixty days after the usage month-end.

An allowance for doubi:ful accounts of:. $]54,[35'? as of June 30, 2004, has

been established by us to provide for potential uncollectible accounts and is

deemed to be adequate by management based on historical result.s.

Goodwill

The excess of the purchase price over net assets acquired by the Company

from unrelated thi.rd parties .is recorded as goodwil]. Goodwill resulted from the

acquisition of CST in 2000. In July 2001, the FASB issued Statement of Financial

Accounting Standards (SFAS) Nos. 141 and 142, "Business Combinations" and

"Goodwi.].l and Other Intangib].e Assets." S_'AS No. ].41 requires a]]_ business

combinations initiated after June 30, 2001 to be accounted for using the

purchase method. Under the guidance of SFAS No. ].42, goodwi.ll is no longer

subject to amortization over .its esti]nated useful life. Rather, goodwill will be

subject to at least an annual assessment for impairment by applying a fair value

base test. There was no goodwill recorded as of June 30, 2004 as it was written

off in the transaction related to the sale of CST. See Note 7 to the

Consolidated Finarl..::iai Statements.



;1)e assess valuat. ion of long-1', ved assets :in accordance writ h Statement of
Finar!c 3 al Account ing S"ar'dards No. 1?zl, "A" ounting for the Impairment of
Long-], j vea A set ' a!'!d for' Long L1.vecl Asser s 1 o U(" Blsposed of". yfe periodically
evaluate the carrying value of long-lived assets to be held and used, including
goodwill and other intangible assets, when events and circurristances warrant such
a rev]ew . The carryir&g value of a long —lived asset is considered impaired when

the anticipated ur!discount ed cash f'low from such asset is separately
identl f::i.able and ]s less than its car. r. ying value. In thai event, a loss:Ls
recogni. ed based on the amount by which the carrying value exceeds the fair
market value of the long-lived asset. Lair market value is determined primarily
us]ng i!he antici. pat. ed cash flows discounted at a rate commensurate with the risk
involved.

Commiss' ons Payable

CorrJnissions payable represent amounts d»e i o agents for. commissions related
to the usage for which we are due marketing commissions revenue from our outside
vendors and co!run issions payable on sa.Les of telecomrnunica ions re-&enue. It is
our policy to pay commissions to our agents only after receiving commissions
r?venue due from our outside vendors. This policy results ' n approximately two
months conm&ission payable on outside v, ndor commissior revenue at any point in
time. Comnissions are pa' d on te"!ecommunications revenue usua ly within one to
two months of gene."ati.ng the teLecommunications revenue.

Rever!ue Recognition

Marketing Commissions

Marketing commissions revenue from tne sale of long-d-:stance telephone,
personal communication devices and marketir!g products 's =""ognized at the time
of sa.'le,

Telecommunications

Telecommunications calling card and pin revenue is recorded when the
call.Lng cards and pi!ls are shipoed. Our po' icy is to del. ay shipment of callinq
cards and p'n&s or a ..wo-week period afte- rece'pt of cash to allo» for
processing. This (3elay resu!ts in deferred revenue, which is recorded as a
liabi. lity unt:l. .!. !he calling ca ds are shipped. Call. :ing card revenu&e ].nct. udes
ar. ,ounts paid for =' he cost of the telecorrnnunications services provided by
:..h].rd-party carriers.

Tele -o!mnun cations long di sr ance -. hone serv:l. ces revenue is recorderS wh "r&

sp. rvlces a.L? r'pr&c]p, r'?cl.

ie].ecommun&i. cat ions prepa;1 d ..Long distance pl. one service "' s initially
recorded as def'erred revenue and is recogr. ized as ' hP. prepaid minutes are used
by the customer.

Recently Issued Accounting Pronouncements

In December 2003, the 1 inancial Accounting Standards Board 1FASB) issue&"
revi. se 3 SEAS t~o. 132, "Enployer s' Dlsr] osures about 1"'nsions and Other
Post! etiremer::t 13enefits". The rev:! sior& requ. "'. res addi t.i. onal annua. '' d:isc!Dsures
"cia& e(3 to ''nforrnation describing the types of plan assets, investment strai eqy,
!n~'.asur'( IJ(.!&t (]ates, plan (!Dl!(rat ion&? a!'!d cash f Ecws. The rev is or& also r equired
"!ew quarterly «isc Losures detailing the «omponer. l s of net periodic ber;ef it cost
recogr»Lze(3 dur ir!g the int. r im pe&;, .1 od. '!'h". adopt ior.: ot". th) s S!andarcl has not ha "',

a mz!! erial ef fe "t on our fir!anclal. statempnl. .s.

I!'! !y!rir«' "'00!1
&

'tl'L(. FASH app'"ovecl h!" consensus reached 0!! t;!e Emerging
issues Task Force ,'EITF) Issue Ko. 03-1, "The Y?aning of 0- her-Than-Temporary
Impair!nent a!1Cl '1' s Al)Piicati on to Certain Invesr mer i!S." '; he ob'j: «tive of t his
Issue is tc provide guiclance for idenLifyino impair?(3:!nv?sim(nts. EI.!I 03—

1

also p& 0& i'3es r?w '.1' sclosuro requirements for investments that are deemed to be
temporari. Ly impa i ~.-. (-;d. The a:-.r!or!nt. '

r! ] DrovisLons c:f EITF ';!3-1 ar e ef Iective lor.

Weassess valuation of long-lived assets in accordance with Statement of

Financial Accounting Star-dards No. 121, "Accounting for the Impairment of

Long-Lived Assets and for Long-Lived Assets to be Disposed Of". We periodically

evaluate the carrying value of long-lived assets to be held and used, including

goodwill and other intangible assets, when events and circumstances warrant such

a review. The carrying value of a long-lived asset is considered impaired when

the anticipated undiscounted cash flow from such asset is separately

identifiable and is Less than its carryi.ng value. In that event, a loss is

recognized based on the amount by which the carrying value exceeds the fair

market value of the long-lived asset. Fair market value is determined primarily

using the anticipated cash flows discounted at a rate commensurate with the risk

involved.

_qg_ i s_s...i_.9.n_.s__Pa.y_ah_e.

Com_missions payable represent amounts due to agents for commissions related

to the usage for which we are due marketing coramissions revenue from our outside

vendors and commissions payable on sales of telecommunications revenue. It is

our policy to pay commissions to our agents only after receiving co_,_aissions

revenue due from our outside vendors. This policy results in approximately two

months tom,mission payable on outside vendor commission revenue at any point in

time. Com_Lissions are paid on telecommunications revenue usually within one to

two months of generating the telecommunications revenue.

_Re.yer_u_e .Reco gn i t i.gn

Marketing Commissions

Marketing commissions revenue from the sale of long-distance telephone,

personal coramunication devices and marketing products is recognized at the time

of sale.

Teleco_umt_nications

Telecon_aunications calling card and pin revenue is recorded when the

cali-[ng cards and pins are shipped. Our poLicy is to delay shipment of calling

cards and pins for a two-week period after receipt of cash to allow for

processing. This delay resu.lts in deferred revenue, which is recorded as a

liabil.ity until the calling cards are shipped. Cal.].ing card revenue includes

amounts paid for the cost of the telecorrEaunications services provided by

r.hird-par ty carriers.

Teleco[mnunications long distance phone services _evenue is recorded when

services are rendered.

Teiecomlmlnica t ions prepaid long distance phone service .is initially

recorded as deferred revenue and is recognized as the prepaid minutes are used

by the customer.

Recently Issued Accounting Pronouncements

in December 2003, the Financial Accounting Standards Board (FASB) issued

revised SFAS No. 132, "Employe:'s ' O:[.sc] osures about Pensions and Other

Postret:'.rement Benef;:.ts". The revision requires additional annual disc.].osures

related to information describing the types of plan assets, investment strategy,

measurement dates, pl.-,.n obligations and cash flows. The revision also required

new quarterly disclosures detailing the components of net periodic benefit cost

:[recognized duri.ng -the interim period. ':['headoptiof of this Standard has not had

a material effect on our financial, statements.

In March 2004, the FASB approved the consensus reached on the Eme:rging

Issues Task Force (EITF) Issue No. 03-1, "The Meaning of Other-Than-Temporary

Impairment and fts Application to Certain Investments." Tl"e objective of this

Issue i.s !:o prov/.de guidance for identifyirig impaired :[.nvestments. EITF 03-]

also provides new disclosure requirements for investments :hat are deemed to be

tempora:ci].y impaired. The acco-.mtir'_.g provis:[ons of: EITE" 03-1 are effective foz



a11 reporting periods begirining after. June 15, 2004, while the d''sclosure
requirements are e ffective o."!ly for annual periods ending a fter June 1 5, 2004 .
We Eiave ei a 1us'i ed c?i( .L!!!pa t of the aaopt ion o f EITE' 03-1 arid do not be' ieve the
impact will be significant to our overall results of operat;ions or financial
pos&tiorl-

Forward Looking Statements

Oertain of the information discussed herein, and in particular in this
.ection entitled "Management's Discussion and Analysis or Plan of Operations, "
contains forward looking statements that. involve risks and uncertainties that
might adversely affect our operating results in the future in a material way.
Such risk' and uncertain! les include, without Limitation, our po -sible inability
to become certified as a reseller in all jurisdictions in which we apply,
po. sibility that our proprietary customer base will not grow ais we expect, our
possible inabi. 1ity to obtain additional financing, the possible lack of
producing agent growth, our possible lack of reveri'ue growth, our possible
inability to add new prorlucts that generate sales, our. lack of cash flows, our
possible loss of key personnel, the possibility of elecommuriication rate
changes and tech! ological changes and the possibility of' iricreased competition.
Yiany of. these risks are beyond our control. We are not enritled to rely on the
safe harbor provisions oi Section 27A of the Securities Act of 1933, as amended,
or Section 21E of the Secur.iti.es Exchange Act of 1934 as amended, when making
f'orward-looking statements.

We are an Internet a!.d relationship enabled marketer of long distance
telephone ard perso»al communications services. We earn revenue in two ways.
First, we earn commissions revenue from a number of outside vendors whom we

represent on our agent web sites ar.d sell their products and services via
coritractual agreements. Secord, we earn telecomriunications revenue through sales
of our. ow'n nroprietary products and services through our agent web sites. .

Item 7. Financial Statements.

Reference is made to the f'-nancial statements, the reports : hereon and the
notes thereto inc. !..uded as a part of this Annual Repcrt on Form 10-KSB, which
financial statements, reports and notes are incorporated here'n by reference.

all reporting periods beginning after June 15, 2004, while the disclosure
requirements are effective only for annual periods ending after June15, 2004.
Wehave evaluated the :impactof the agoption of EITF03-1 anddo not believe the
impactwill be significant to our overall results of operations or financial
position.

Forward Looking Statements

Certain of the information discussed herein, and in particular in this

section entitled "Management's Discussion and Analysis or Plan of Operations,"

contains forward looking statements that involve risks and uncertainties that

might adversely affect our operating results in the future in a material way.

Such risks and uncertainties include, without limitation, our possible inability

to become certified as a reseller in all jurisdictions in which we apply,

possibility that our proprietary customer base will not grow as we expect, our

possible inability to obtain additional financing, the possib].e lack of

producing agent growth, our possible lack of revenue growth, our possible

inability t.o add new products that generate sales, our .lack of cash flows, our

possible loss of key personnel, the possibility of telecommunication rate

changes and technological changes and the possibility of increased competition.

Many of these risks are beyond our control. We are not entitled to rely on the

safe harbor provisions of Section 27A of the Securities Act of 1933, as amended,

or Section 21E of the Securities Exchange Act of 1934 as amended, when making

forward-looking statements.

We are an Internet and relationship enabled marketer of long distance

telephone and personal communications services. We earn revenue in two ways.

First, we earn commissions revenue from a mmmber of cutside vendors whom we

represent on our agent web sites and sell their products and services via

contractual agreements. Second, we earn teleconuuunications revenue through sales

of our own proprietary products and services through our agent web sites..

Item 7. Financial Statements.

Reference is made to the financial statements, the reports thereon and the

notes thereto included as a part of this Annual Report on Form 10-KSB, which

financial statements, reports and notes are incorporated herein by reference.
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INDEPENDENT AUDITORS ' REPORT

To the Board of! Di_rectors and Stockholde:_s

Cognigen Networks, Inc.

Mount.lake Te.rrace, Washingtof

We have audit:ed the accompanying consolidated ba].ance sheet cf Coqnigen

Networks, inc. and subsidiary as of June 30, 2004, and the related consolidated

statements of operations, changes in stockho].ders' equity (deficit) and cash

flows for the years ended June 30, 2004 and 2003. These consolida_:ed financial

statements are t.he respons:i.b.i].ity of the Company's management. Our

:,'.:espon s ibi. 1 :';t y is to express an opinion or; these consolidated financia].

statements based on our audit.



Ne conduct ed our audit. :in ac'ordance wit? the standards r f the P»bli c Accounting
Oversight Hoard {Dnited States) . Those standards re..„u' re t?~at we plan and
perform th» audit to obtain :Ieasonable assurance about whether the conso. lldated
financj al statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in
the consol. i.dated f:inancial statements. An audit also includes assessing t he
accounting principles used and signif'cant estimates made by management, as well
as evalua'l. ing the overall consol. .'idated financial. statem 'nt presentation. Ne
believe that our audit provides a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present
fairly, in all material respects, the financial position o Cognigen Networks,
Inc. and subs idiary as of June 30, 2004, and the results of. their operations and
their cash flows or the years ended June 30, 2004 ar d 2003 in conformity with
U. S. generally accepted accounting principl s.

/s!Ehrhardt Keefe Stei.ner amp; Hottman PC

September 2, 2004
Denver, Colorado

Ehri. ardt Keefe Steiner amp; Hottman PC

Weconductedour audit i.n accordancewith the standardso:[ the Public Accounting
Oversight Board (United States). Those standards require that weplan and
perform the audit to obtain reasonable assuranceabout whetherthe consolidated
financial statements are free of material misstatement. An audit includes

examining, on a test basis, evidence supporting the amounts and disclosures in

the consolidated financial statements. An audit also includes assessing the

accounting principles used and significant estimates made by management, as well

as evaluating the overall conso].idated financial statement presentation. We

believe that our audit provides a reasonable basis for our opinion.

in our opinion, the consolidated financial statements referred to above present

fairly, in all material respects, the financial position of Cognigen Networks,

Inc. and subsidiary as of June 30, 2004, and the results of their operations and

their cash flows for the years ended June 30, 2004 and 2003 in conformity with

U.S. generally accepted accounting principles.

/s/Ehrhardt Keefe Steiner amp; Hottman PC

......................................

Ehrhardt Keefe Steiner amp; Hottman PC

September 2, 2004

Denver, Colorado



C4 CO
O't '(O

&Mr!
r.i CO

r) (O

t() C4

Cl
ln

I

I Al
I

I

I
I (0

I
I

I

I. 4 I ri
't! I

CO I .t I

I I
(Ct O I

i (O I ["-
I

I

I

I

I

un II

CO
I II

I
I

.i ll

I

I II

I M II

I if

I
I (fr

(O CO
it)aOI
r"4
CO

O CO CO I

Cl! M (O I

I

CO
M O I

Lr& (() I

I
I
I

I

I

ro

1 I

I
i"- I

I

I

I

EO M I

C, l I

p) Cr) I

I

(D I

t. 4
I

I

I

I

I

l I OO I

I r I

I
(C&

I
I CO I
I I

I (r) I

I

I

I

U
F
H

g
)&Q

M
g

a) 4v
0 O

$N
Id5 O S

lr) V)
V)

S S

0
U

t"-

in

0
S

r 0
C

id

CG &0

u,
('r td

V)
J.J
Ql
(O
C!
rd r,

td
(

a!

( l

S &-&

0 a!

(d

0 S

41
(i S

(1
/t

V&

V)
Qi 0

S
(i V'& ~ &V!

td S ~ V)

a) d,0 0
(i ~ Cil

Ci C!

Vi 0 Ci
0 0

Ql C )t
0
0 ra I.",

ttl', Z i--i O

V)
.i&
S
(r

(ri

S

p
l,.&

--I
pJ
1 &

0

O

(A.

4-i
0

a;

Q)

6
0

a!
V)
.IJ
CJ 1
ro rr&

V)
(d

&J

(S
Q'

0
Ci

(l
I

C:0"'r

a:
0
G
(d

0

pI

V)W:.!
0 Q&

S
-t& V)

S id

. Q~&

a)

rd

O "0

S rd
0
S td
)i !'
CQ V)

0&0 ai

V)

1
1

&JI

S
V)
td

)&
C".

ili

0
I

C0
0

V)
it
i'i)

V)

V&

0
Q-I

8a

IQ
)I
S

0
A
A
0
0
N

~ C0

~ 0
~ -rl

~ E; S
~ 0 El
~ 0 a! ~

~ W
Q& O'I

0
' 1

0
C'

0 .ri
lt-i

Cd

0 S
0, M

C! Ci&0
Il

C3

U)
S
.„-t

K
Ql -ri

~ I
.„J

(i)

id
(u&

(t&

0
S
Ct

0 Q)

0
Q!

.1-'0

Vi S
~ S

~ I .Aa»..& rd
Pt

V) g H S
Q) td. I Pu

id Vt
-r-i Ctt W C!

0
V) ri

V)
(d I

'
ai v)

00 00 r) 0r'
S

'J

d&

(Ct

CS&

V)
C! (d

((; 0
Q'i -&4 V)

V) '0
V)

I S
~!

$
'0

r.i '0
"('.
S CI

a&

Q) Q!
li i (\
ai 02

0
I

V)
C.' Q)
Sl

&J

(i

C.". (1&

0

(d S
J 4 I

0 0
E-t 1-i

• . , • o o . , o o .
..... • • ....

..... • .....

..... o . o • o .

• o . o o • . o , o o
..... • .... •

..... • • ....

..... o ° • • o o

..... • • ° • • •

• .... • • • • • o
• • o , o ° o • • • •

.... o • o • . o •

..... • o . o • o

, .... • • ° o o o
• ° o o • • .....
..... • • o ° • •

• , o o • •

• • ° o • ......
. o o • o • .....

..... • .....

..... ° o • • . o

..... • o o • o °

• o o • , • o o o • •
..... ° o • . o °

• . o • o •o ....
..... • o • o o •
• o o o • • • o . • o

• • o o • o •

[.. • . o o o o
• _r)

• • _ - • • • ....

L.-_. "1J ......
.r'l o • • o " °

(,"r _ ......
._ ° o o o o o

0 _ ......

O _ m_l ......
"_ r"l {_ ......

u_ _ C; ......
,_ _- 0 _ ......

I_1 0 _1 U (D 0 _ -_1

,--4 _ ,_ _ 0 E_ ",_

. ',.:: _) @ • _ _._ _,, _ _ ._

_, 4..; .i,,_ t_= _ _ _ U -_ ,--t
_ _ E:-_ _ .H _ 0,_-H -.Q "D

. _ ',/) r_ • • _.'_ _J 4J "[J _., ,-'1 ¢_._ _g _ '-J _'}

,.-_ -rJ _ r_J _ k4 O m-"l {]J ,'-'_, _1 _.) ,.Q -4 _l; O ,g..; -.I

I.-.I

_rj _ L) _.= _._ _,) _ -H _ ._..) cL_ _ (D _) [_ _ 4 .) .U _ _) ._.J _..!
'D I1) _.1 0 ,_1 0 o

.t.a _. L) {B g: .k.! _ _. 0 tD ,_ -l-) ,'..3 0 0 _ 0 .1._ _ 0 U

H _) '-_ Q) (}

_. ._.) _ _._

0 _: 0 C' '_ 0



C)

( 1

CJ

h
u'&

r (n

CG
Lt)i
Gl

1"9

CG I
O' I

I
I

) I
O' I

CD I

I
IY I
1"I

I
I

(Y'I I

I
C} I

I
O I

I

I

I

I

I
()&
CG

(YJ
r 1

LG

U}

"0
8
N

lh

'0

~ t/1

~ -
I

C
C)

CJ

8
"1

(h

ih
n

C)

00
i/}

'l3
(h

8
Q&

--- 0»
i-&

()
(Q
Si

Q}

Q'
(

Qi

(U

tl!
(G&

L&

8 0'0 (1

0
JJ

Q& N
('I

LS
Ll I )
Q) LG

1

8
LI DJ
0»

0
0 8

N

lh
0

0
th

I

U&

il 8
Ll

(0
X,' S.'
Uj 8

O
8 (1
g)t O

O
O

(Pi. C)

r
8

'Cl
r I

(h (U

J
0 CL

C. O
Lh O

"Cl (/)
8
U& 0
8 C'

JJ
8

IPi

Q!
CL

ih

0
C '1

(3
CJ

O
Lo r
L/) ~ th

JJ

(il
~ 0

Cd
~ - I ()

0 i-I
I 8

(h '0

C
--I

& 8
(d

C i. , Lh

ih 0
l/) JJ

"0
GT) 0

ig

.L&

a}
0

8

8
IJI

0
A
0
0
~l
(i&

ih
'J
0

8
C8

ii}

8
'() C

.i.J

0' tL'

a&

Q& 0
T( Ul

g
0

(1
LI

U) l/:
Q'i

0
(IJ r,

8
'.I& Ql

(t)

1

,.C)

0
I

C»0

O
H

4I
0

H

0
O

8"0

(()

i/',

Li O
th U)
Q)

8
8
r. O

I

I I

I I

I I

I (r) I

I C& I
I O I

Cl I

I

I

I I
I
I

I

I

I I

I I

I I

I I

I Y&' I

I O I

I O I

I N I

I
I
I
I I

(Y&

LT IA

CG CG
D}

LO (n

O H CD
u) CPI L/)

(X)

u} li,

C.'
(Q

iT) 0
IJ

&u (h
0 (.)
(}

0 I

I~c

0
()
8 a)

&i) ih a)
Q

L

I N I

I V. I

I N I

I I

I LG I

I H I

I G) I
I I
I O
I H I

I I

I I

I «}& I

I C}) I

I O I

I I

I lA I

I (Yj I

I

I I

I C} I

I r-I I

I

0

8
Q}
)(

»-I
th
I 1

0

(
C& U) C}& U'&

Y&» Ytt H N rl
i )

Nrl G&

U)

Cii G
1% N C)
u') I

CG
N

CD

G& LC)

'CV

U)
~ rr0

nl
'3

U& JJ 0
8 ~ 8
U} f/1 JC Q}

~ -t

Q& 0 &h 8
0. .1 K E-»

U)
LQ

i
}4

0
0(!

(h

o

Li

~ JJ C,
U} 0

g &LL

lh l.&

L.&

~ '0 0
U) Cd id

G
ih 0

LJ
(h Ci!

() r 0
8 0

3
ih

0" -e
0 ~ i 1

0 ..'-i Q:

8 I L&

Q.,
Q) Ll& (1&

O

(G Lr& LI & I" I
Lr'& &Y ~ W CDOOONu,

I
I

I Ct& I

I I
I Cl
I (G
I
I
I O
I

I

I

I LD (Y)
I LG CG
I
I
I D N
I ( D
I

I

I O N
I »-4

I

I

iul
0

LJ
0

'I I

0
1/i

0
0»

0 _ ,'-IO0 ('Y_ Lr)

<.-) ub 0") C._ Cq 0"_

CG'_ I-- (w) ,--I 0 CO.

'C) CO "._ _3 C) ',%1

¢--I _] r4 r--I

C_ t"- "-"V U_ D- C'_ rr_, r-4COL£) • _')
C.) '-_ ¢Q '_ 0-3 O C) 0 _ L-c), (I_ I

O _ "0 O ,--t oo ,_ o_ O n') oh ¢q ',D

-r-I _ ki 0

0 O_

_ O_ _ _ O_ u'_ Cr_ ("4 _! 0"_ c",l 0"_ L")

CP ._. 0 _ O"l r-I 03 r-I O,J 0 kO u_ {"- 0
Sq • cq 0 0 C_ _ I"_ u") _ ,'--I ,--I L_. LC)

0 _) L.Q . • 09-

C) q.4 r_ . . .
0 • ....

C_ CZ. .....
0 .....
0 C: "_ .....

- 0 @ .....

C4 CJ ",_ .....
_ _ _,'_ .....

--d 0 _ U] .....

e_ ._4 ,.C _ _ .....
=_ ,._ ._,) 0 0 .....
,-4 _' _ _ ._I .....

cO ..-I _T} 0 -_ .....
_.:, ,..-i _ II1 .....

_ 14 .....

ro _, __ '_ _ _- _' • ....._._. _, _, .....
C1, _ m "_ _ O .....

..C ,.C: U ,--_ H .....
,0 {h [_ -_ _ _ .....

¢: q.4 ._ cl_ 0 .....}.4 0 CP. 0 .....
. _0 _CI _. _ _1 .....

..,.Zp.,O _.. .._ _ _ .,l..l .....

0 ..... ;..) _:.' 1:I .....
O o 0 • .,-t _ -_ • .....

q_ ,u'r 0 • {I) _ I1) III .,-4
(D 0 • • • "0 ¢ 4-_ _ .I-) -P

_.._ _ c,_ • -.-" ,'_ _ {,9 r_
_ - '0 f_ t-4 0']

(_ _ .... :-_ _ ._ H _ 4J _, 0

,I_)"0 :..I -,-t 0 0 f,_ 4-) • .,--I-,-I q4

4-} 4.,. ,'-> 4J _ 0 0 -rl _ _'i N (D

0 -,-I _. m, -_.t ,x-i O _ 0 "0 --4 ,-4

-.j ,'.) W _ _ - .-_ 0 .,'4 ct_ .w ,'_

u_ ,]) 00_ U h 0 _> _- _ al rJ 0

b_ TJ b "C} .-q C: .H "(_ cO, :l:, 0 -.._ o] -,.'i _n oJ _l._ 0

.... d) r't ¢) -_'1 (} ,-4 _*.' {;] _ _ ('" ill

4.] _ • "_ N4 ._ _i_ 0 .r_-r_ [] .".'_ ._ (X_ _ _:

•0 (P ¢-_ _) C,-,-.l-.I • u} .,-i o) [:: M _4 _:::b _..-i(..I 0,-_4 b

q] _ L] ¢! _ 4.;-,-I 2X. aJ ._q .!-._0 ._J 0 r_ 0 i._ 0

4.2 _ O N O u'; _ _- O ,.Q © (3 _.._ O -.f (3 .4 _._ r.0

0 o_"_ t_1 0 0 T] O ='4 (i) _ I_ 4.J -,4 0 _) C) (D _:|
# .COD. L) _:_J _ _ _ _-, 0 _ () _ o3 _

• _.i .x: rI._ _T_ (_

0 .w ,"., 0
C.' 4-' O d3 t._
C; _:) tiI., _T; O



I I O)
I

I

I 'LO

I

I

I O
I
I
I

O

cct
u)

I

I

CA I

I
-I I

L() I

I
I
I
I

I

O

I (".
O

I

I

I

I

I

I

U)
C.I
CLI

I

cD I

Oi I

I

I

I

I

I

(U IQ

CD i O
1! Cct

( 1

(J

O

EO

II

Il

ll

II

I

I

I

I
I

I

I

I
I

I

I

(D I

I

I

I

'(O I

I

c-t
I

I

O'
(O
t~

CO

I
I

&X) I
I

I

I

I

I
I
I

CO

UO I

I

Kt

CO

CO O I

CO O I'4 0 I

I

O
I M I

I
I

I

I

CO ll

ll

Il

II O
CO II

ll

Lt ll

11

li

CQ. 1! JJ1.

(LI

cX

ll

II

O

ll

Q

Q

il
l'l

('
I I
(Rr

1

CI

ll
li
ii

I'

l,l
il

jl
ll

ll

C"
UV

F.
Q)
Qi

F'
Q)

"r5

i()

N

'T1

0
Ql

(Q

N

G'
L

T)

Ql

CQ

1

Cn

"6

Cc

0

Q)

Q)

(Q

N

()
(Q
a$
L.

Ug

0

I I

I

in
Qi
N

N

Q) 0, 0
4J

C'
tn

Q)
I

I C 4-J 0
(O

N Ql 0
CL)J ) t Q)

00 I
)J Ql

gJ ln N 0J
gJ N

N V Q)

&n r:-t
0 gl

Qi Q)

0 5
V

t-t

Q)

C.
-I

Q)

0
Q)

N N
O' CJ
0 )C

LJ

CL) Cn

jn0 0
V ()
(

1

l
2
0
V

0

.0

,0
5.J
'J

'0
L,

&n Q) &n

Ln 0 Lf)

0 VJ

'()
Ql Q)
l. 0
0 J ~O

() Lt V
C kt

Qt ~ . J

ll I

0 IJ
Q; 6

0

0

t-
0

L

N
(C
0

Q)

f()

in

L, J

Ql

E0
A

Y'
Q)

S'
VJ
'1

Qt

Q)

'-I

n

00

Q'1

0

N
N
0
-I

In
CI

1-1

Q)
Ut

(t)

N

)L
0
Ej

0
()

Q)

:TJ

Q)

3
Qi

.L,
T)t

8

"0
Cn

J
li)

'T"

0
C',

0
V

Cli
L

0

Ct)

Q)
(ni

,,_ o,.',.'o oO _ _'_ _ 0 or) II _ ,..4 c_ _-4

. - li - o_

!I



Ql W

.I-I 00 40
[ 0 4

C:I

01 O1
O
C&r-

.i I U0 % C I
'LO C'I

0 CA UD

C H 144

In

I
Ct

LA

L(t

CtnI-
I

C'0
C&

rD
I

ra

no o0 0
n

O!

cct
rt)
LO

CO
I
CO

rl

4 I
C&

r

td 4&

4 ta
0 0 V

I 0 W
0 0 (a

V A

(4
IA

I0
r&

tl'&

(' I

CO
CU

r
C&
r

Ctr"

C'

&,J
0

D)

IO

CO
C

CO

I

CO
CI

U1

C; ~ I

I'0 .4
ai td
O L)

co

cO

C I

'(O 0
CA 0

I 'IO 'IO I

CA

tt ~

O'I

C&
C

C!

4

IA
O&

~ft.

0

I
A

Lo
fcl O

N

U! '0

IQ a!'0
H 'ta
0 0Ao
a( (&)
00
4) O
ro (A

I

I
I
I
I
I
I

00
I
I!
I
I
I

0 I() I
I
t

I
I
1

I
I
I

0 t
0 I
4'
U)

I
T I
Ql I
'4

Qt
44
tll
4 I

CU I
I
I
I

4
ra

tr\

U&

'LO

&A

trt
CJ

I&

4"

41
I

n
cn

C'-

1
'4

0
n

)

0 1(1o r'1
'4' I

I

0 0
C'0 O I

I
tA

O
r

CA
ICI
IA

O'.

0

n
I'I

0
C)
«1

C&
CO

0
CJ

C)
Cl
CO

ro

ra

IA
I

CO

Ct

0
U\
4'

ct&

O

n
4&

0! Cl
d

0
I
I 0
1

0
I ta

C0
4

0 Q)
0

a) h
Q)

0& '0
C Q)
a! '0

0 jcl

0
a!
(P

0
I Q!
QI A

O) 0
'0
QI

'0

0

00

11-1

0
4J

'i&

:.I
0
ta (U

c r)
al
4 fa
f.l
at 4

r'I 44 ' (0, &It

4O
' I

C! [1,
Qt

0
al

at 0 0
Q V rl' Q!
U r a 4

4, 0 U.
U. U: 4 fC

11; .' 1 a) (

0
4-1

Ia ~

C ~ C

IJ
IJ ~ 4)

ct

C1
td IJ

III Ut

ta ' ra

Ct

j. [„'

0 0
IJ ~ - V

0 0 0
4

Ql 0 al
0 g 0
d

4!
N &J Ut

JI 0 UI

tU C H

00

IU

4
a'

Qt
It
r

C

I

0

):"

11'

C)

i.

4 r
l.

0 JJ
0

o ca
al 00 U). l0
$. (J
V (d
4 ID0 0 C'

ta
Q) & I

tjt 40
w [.1

h V(A0 (J
I

Qt

V 441
C 0

IO ('

C'

0

0
(I

a& E.
td

Qt

0 5

0
QQ0 4J

I)

rJ r.
0

td 'I QI
&4 )J (J

0 C
'd Ql Z

'l4 0 A0 0 0!
C! C' IJ
V 4 0

la 0 td
Ia

ta

C.'

Qt
' I

0
40

ta
Ul

0
~ .I

a&

"4'
L

(LI

C.

I

Q&

0
I

ta



(n
C.r

id
5
3.1 Q)

5

I I

I I

I I

I I
P') I
LLO I

I O I

I l«) I

I I

I I

I I

I

I

I

I

I
I
I m I

I O I

I O I

I N I

I I

I

I I

f"
l,3

O

in.

(O

LO

63

(n.

l

CO

C«I

CO O3
(Tl 3'
(D

lA C)
LA r 1

L«I

CCI
«Jl
r+

C3

1 L")

I (!
G: O&
LA f'!

LA 13& 03
'LO LA Cri
63 C3

-1 P)

CO —I

C3
I PJ
I

LA

f

'LO

CYi

(3& O
~-I LJ&

O
N r-

LA lA0
t O&
iA JD

O«
N
O)

LA
CO

N

(«!

I

lA

N I

LA

N
I

I

I

I CO
(D
N

I

I (O
I

I LA
I

I Li)
I O
I

I

I

I

I

I LA I

I (D I

I O I

I I

I P) I
I H I
I H I
I I
I I
I I
I I

I (D I

I

I Cfi I
I

I f I

I «J I

I N I

I

I

I I

I I

( 1

I"- I

I

r-.

O
0; O0

C3

4

CO

I

I

LAJ I

I

N

I O I

I

I I (7& I

I I I

I O) I

I
.i I

N

I

1.A I N
I «IJ I

I Cf) I

I

LA I I- I

I I I

I H I

I I
I
I

I I

O O
O

~I

O O
O O
(3
Cr CO
lA O

P;

8
L&

8
0
l3

4I
0

'0

0
U

U
J'J'

5
H

50

.L&

(3
id

()&

J3
id

8
GJ (ri

0 0
E'—
0
)J 5

Vi
L'

(n

0.~
4I

V)

5
0

8

0

Ln

V)
0—I

.L.i

fg
I

i.)
r'"

0
\1
5
)-I

6)
f'-" -

I

J-1

I'I i'0

4
id a
'0 0
id

C' 00 46

16 13
-n

(3 SJ

GJ 0

.LJ
0

5
5

C

~ '0
LU

V)
80 '0

0
CQ
I- I

5
il..l
0

E
(n 0

W (6
0 C:

- I

Q&

0 8
in 4&

)J
0 0

L-I W

0 f".
0 0

0 0
C' Qi

rf& v)
(0 ln
0 0

(n

Ql

(6

Zi
id

- -I

CJ

Ql ld
I

V)

in
Qi
01

.Cl

Ql

Qi '6

id 8
J 0)

8
(3
Q& (OJ

)J G
0

in -'I
rn

(n

0 P
0 0

(

8 LJ
5

.C! ~ (n

8
C;

5 8
Lr

3 Ll
5 )J
8 0 0
G

~ -I 5 5
OJ ~ Xl
FI L,
63 &-I 0

1.1

id

)J
8 8
JJ
0

(d'0
id id

'.6

v: in
0

G 0!5
0 0
8 0

L-I ff„FJ,

I.'

8 id
I-I

Vl

(6 5'«

-»-

(3. Q& -~

(n

&0 0 5
~.i

5 kr .—I

5
)l .I..J Q&

(3 L.)

8

0

Ci

(6

5
C)
0

Qi'0

0
OJ

rn

r)

I.J
8

LJ

6
C4

'0

)
' 1

(3,

1l, i

0

0 )J
'1 LJ 5

"I

i—1 C-
(3

4i l) rd
, ! Ai

(1

8
33
(6

5 ~ 8
~ 0

5
~ LI 8

V) ..(3
~ 8 (6

0 ~

(0 ' 0

5
-.-I ~ 0

8
V) 33 '(3 V)
Q) C' i5

Ci
5
0

)6 8 C',

0 0
ln 55 LJ V!

rn 5 cl (6oa, e
0 C-'

"I Qi 31 (.

rn
5

I)

C:

0
Ql

(n
rd
0

8z

0)

.L.J

fp

41
(.)

- I0
id
C'

W

Fl0

(ri

0
4J

rn
id
(3

8
I

16
0

~ 6)
H

~ il)

~ (

Q&

(3&

id3«0
0, id

Q& -r-I
W

0

C,
'

0
id

0 5
8 0

(6
Ll

16 5
GJ (n

id
ii 8
C:

0
C

.... , . . o • • • • .........

• • o o o • o • • • • • . • • . • • o • •

._ ....... o .... o .... o . . •

._ • • * . . o o • , • • • • • • ......

• • , , • • o • • • ..... • .....

_-4 .... ° ° ° * ° ° ° " ° " ° ° * ° ° " °

_]_ • o • • • * • • , , ........ • • •

......... , . . . , .... . . .

• ..... , ....... , ......
..... • * • • • ....... •

• . ._ • , • , ...... • • . . , •

"0 • _ ..... " ° " ° ° ° * ° ° " "

<3) • • 0.) ..... • ...... " " " °

'_ . • • _ .... , • • • • o • • • • • • •

-,"4 fO .......... ° ' * ° " *

O bl ................

m n. _ ................ ,._
.... • ....... • • • • tlJ

O_ _ _ ................ >,

,.4 m _ ................ '_

() _ .... + • • • • .......

"_ 4-' _ ................ 4-1
O _ ................ O

L)

_._ .o_., _t+ • ........... ,1) ..... -_O "[3 ............ ,4 ..... '7',

4_ _ _+_ ............ ,4 ...... ,4
(I) O 4-} H ........... _ _'
_1 ,--I + ........... O • -+l +

O ........... _ _a .H

[--_ _ a} {L} ........... l:::; _- • o ¢,
_I t/1 0 _ _ 0 ++} .,.-( ............ ,-I t,') -,'-I _ _ _ ,_ 0_

<1} L} 4.:+ (_ -_1 .,-i ,'J ......... -i_ O • 04 r,b -_
I::1 -_ CI _ _ 4-} _,,-,-I ......... _ _ -,a O -,-I 0+, -,-I _-_

-,-I .,-I O O _ ¢_-,-I ..... co -,-t • .H _l 0 _ -,-t -,-I to ,-"

,_ _" .b) +lJ L} -_1 [_ ,.CI ...... .L} _..; _ _ ,+-! • .l.a ,_. _ tO.4 O ¢0 O ¢_ _ r0 • • O -H 0 -_t _ .Q _ -,-I
.,'1 .ID fl r-I (t',:-"i _ _,'-,-I • _ • {'rl _'1 l_ • {[l_ • 4-} {1)-,-I

_ ..4 O q-_ _. _ "'3 C. _--i _ ,-,I • _ • ,-I-H "O _' L) ;_ O_ c9
0 t_ L) _ _ O O • r_ ,Q ._ .D _ • .-t ,Q ,-4 03 • _ ',=I O _ _ _ _ ,-_
[.3 "_1 r_ (t_ _ '44 _ D ¢t_ _D _ t_ ,.c: • .r.+_ rtJ • "(1 -,-I _ 0 _ $-: .,.-I -_1 0 t'_

0 0 _ _ 01 _ ;3 P, _ 4-)_4-,-I _-"-,_-H -,-4 _ ,.I,) _Ls O

Cr} _ e'} U} ta g} ¢) u'} O _} r_ ¢0 _ _ _ .4 04 £I 4J-H O L% ._ -+-I O O

,-4, _' O _+.4 _ _ O O _, _.1 ,-4 0 O _ ,_, _ O _.._ _ _ _-4
C_ r_ _ 4-} _ _ $+ '_ -,-I..IJ _ 0 0 0 4.-} '_ "'0 _ b_ _4 r_ 0 0 M ._ r_ 0 _ r'.'

. ,...('4.+ _ £I -.-I-,-I 0 ul _--4 0 _ _..i _ ,,_ _-.4 .-'21 1.4 +.4 m O '1) '4+4

-,-q r_1 _ ,_ O_ Q+ _ _1 O ,..q O {-'1+ O c' _ cO 0) _ D., 09
_ +-_ _> !,4 _'> O O L) _ O O _ _ _ {1) O L) O ;-_ _, _ O _ {1} ._ '7.. 3:-,_ _

[,_ ,''1 .'21 i+_ • _ -b; ._ {t'+ 0 _D ,+-'+I i_, I,-I+4-1 .+.P ",--_ O _ pu _"+J L} t't4 :> _ _ ="_ ('+' _.4 -,--I 0

O _ _,_ =_1
O L) L) {..)



CD Pl
Cl

cl' Cn O
CD

r
)n cr

cn

I

)

tr)

C))

I I C)
rH I C)) )I

I I C)) II

I II

ca I Cd II

CD I e-I II

I 4' Il

I II

I

I
&n.

I
I

l

cr

&U I -I,I

I

I CD II

I
I r') ll

I r. a
I

I

I

I

0
0
I.)

~ 'e
~ 4

N

a)
r/i )-I

Oi0
)I-)

a) 0

a) .rl
i) a)
a),.c"

0&'0 E

0 N-I

:n lr;

c.", a!
a) a) )-I
s ~ (J a)

0
rll )-I

C4 G

r)

C)-I

'0
(P
a)

ai

0
D~

Ia
a)
fJ

ta
a)

.C") rl-I

ra 0
0 rrj

ri)

r,

g 4-I
a) '"' 0
l!) ~ -I

c! a)
a)

a) I I

ca)

.l,-' cr) ca
S ra

fg ( )

(0"

F _ r4 C_ r-I



Supplemental dis "losure of ..ash flow info r!nation:

Casln pdici for ' nteres was '16 849 a!!c& $5, 511 for 20&04 ar&d 003,
respe& tively.

Supplement al disclosure of nor«— ash activity:

Dur:ing the year ended June 30, 2004:

The Company i sued 200, 000 warrants to the principals of CST and
received 800, 000 shares of common stock in the Stock for. Stock
Exchange Agreement.

The Company accrued dividends on preferrecl stock totaling $40, 000.

During he year. ended June 30, 20G3:

The Conpany i.. ssued 400, 000 shares of commor: sto&nk an&i 500, 000 optiors
to purchase co!r&mon tock in exchdnge for an approxirrate 32' interest
in AIC and a $300, 000 Promissory Note and Agreement.

The Company issued 35, 00G shares of common stock to a new independent
director of the Company. These shares were val. ued at $13, 647.

The Company accrued d' vidends on preferred stock "ota& ing $28, 225.

See notes tc& consolidated financial statemer&ts.

COGNIGEN NETWORKS, INC.

Notes to Consolidated Financial Statements

Note 1 — Description of Business and Summary of Significant Accounting Policies

Cogr&iger& Networks, Inc. (the Compar&y) was incorporatecl & n I+~y 1983 in the State
of Colorado to er&gage in the cellular radio ar!d broadcasting business and to
er&gage in any other lawful ac tivity permitted unoer Co.'.. orado law. In June 198
..he Company changed it" name to S"lverthorne Pro&suction Company (Silverthorne'. '

and co!&tmenced operdt. i ons:i. . . the o.' 1 an&3 gas industry. These ope cat io& s &'c C'.

cliscont inued in 1989. Between 1989 el&el I &999
&

Si ( verthorne attempted 't..o lc!Cate
acquisition prospects and negotiate an acquisition. Silverthorn«s pursuit of an
aequi. s ition di. d not mat erialize un-11. August 20, 1999, wi!.h t he acquisi t;.ion of:
' he assets of Inter-Amer i car& Telecommur i cat ' ons !loldir g Corporat ' on {ITHC),
whi ch was accounted .for. as a reverse acquis it ion. 'I'he surviving entity & hanged
its name to Cogr&igen Networks, Ir&c. on .". ..Iy 12, 2000. The Cc&mpany is an Intc. 'me,
and relationship enabled !narketer of long dis ar!'e telephone and personal
corn!rn. nications servi ces. Revenue is general e&i ir& t...wo ways. First, mark. t:i ng

comm&lssions revenue is generated crom a number of ver&(lors who are represented on

the Company's agent web s.i. t. es and for whom t!e Company sells their. l&roducts ar&d

services via. corltra' tua1 agree&Ylel &l. s. !&econd& te] ec c!1&&rnunica-:ions re«&en!!e is
aenera ed through sales of the Con!p«1ny 5 pcopric't'ry prc&ducts ancl services
through the Company' s aclent web sites.

Princip. les of Consolidat. ic!n

Tie accompanying consolidated financ'al statement inclu&ie the accounts of'

Cc geiger& Networks Inc. arlo its 9ubsid 1 dries 0&",!'!igen . witch i ng Technoloqi es
Inc. {CST,' through 'anuary 31, 2004 and Int ar!dern Commur ic= tions Corp. (Ir&tandem)
since February 1, 2004 See Note 5 re&]arc(ing ir&for&«z&ti& r. regdrding ' he sale of
CST and Not e 7 for in format ion on Ir& tande&n. All Inter c&c«rnpany accounts and
transactions have been eliminated ir& c«&!'!s«&lie]al.io &.

Supplemental disclosure of cash flow information:

Cash paid for interest was $46,849 and $25,514 for 2004 and 2003,

respectively.

Supplemental disclosure of non-cash activ:ity:

Dr]ring the year ended June 30, 2004:

The Company issued 200,000 warrants to the principals of CST and

received 800,000 shares of common stock in the Stock for Stock

Exchange Agreement.

The Company accrued dividends on preferred stock totaling $40,000.

Du:ring the year ended June 30, 2003:

The Company issued 400,000 shares of common stock and 500,000 options

to purchase common stock in exchange for an approximate 32% interest

in AIC and a $300,000 Promissory Note and Agreement.

The Company issued 35,000 shares of com_mon stock to a new independent

director of the Company. These shares were valued at $13,647.

The Company accrued dividends on preferred stock totaling $28,225.

See notes to consolidated financial statements.

COGNIGEN NETWORKS, INC.

Notes to Consolidated Financial Statements

Cognigen Networks, Inc. (tPe Company) was incorporated in May 1983 in the State

of Colorado to engage in the cellular radio and broadcasting business and to

engage in any other lawful activity permitted under Co.].orado law. In June 1988,

the Company changed its name to Silverthorne Production Company (Siiverthorne)

and coi_tmenced operations in the o:[1 and gas industry. These operations were

discontinued .in 1989. Between 1989 and 1999, Siiverthorne attempted to locate

acquisition prospects and negotiate an acquisition. Silverthorne's pursuit of an

acquisition did not materialize until A_agust 20, 1999, with the acquisition of!

the assets of Inter-__merican Telecommunications .Holding Corporation (ITHC),

which was accounted for as a reverse acquisition. The surviving entity changed

its name to Cognigen Networks, Inc. on July ].2, 2000. The Company is an Internet

and relationship enabled marketer of long distance telephone and personal

communications services. Revenue is generated in two ways. F:[rst, marketing

cormuissions revenue is generated from a number of vendors who are represented on

the Company's agent web sites and for whom the Company sells their products and

services via :on tractua] agreements. Second, telecommunications revenue is

generated through sales of the Company's proprietary products and services

through the Company's agent web sites.

_.[j:.<}c_ _:P if..e_s_. 9._!__o!.!__qJ=._=d.a.t__:.[ 9 9

The accompanying consolidated financial statements include the accounts of

_..ognl.gen Networks, Inc. and its subsidiaries Coqniaen Switchi.ng Technologies,

Inc. (CST) through January 31, 2004 and Intandem Colm_.unications Corp. (Intandem)

sJn:e February 1, 2004 See Note 5 regarding in.formation regarding the sale c:f

CST and Note 7 for information on Intandem. All intercompany accounts and

transactions have been eliminated in consolidation.



&ash

The" Company cor!s i. (ier:s a 1.1 h Lgh ly ..L iqu id;i, nst rurnents pur chas -d w.'L t h ar! Orig! (la i
maturity of three months or less to be casl&. The Company continually mor&itors
1'ts positions with, and the credit quality of, the fir!ancial institutions with
which .i. I- invests. As of the balance sheet dat"e, balarces of cash and cash
oquivaler'!t s exc& e(ied t?!e federally i !sured limit by approximately $328, 550.

&«)arketiri(3 Cor(m!issions Receivable

Marketing commissions receivable represent amounts &due from outside vendors of
telecommunication products and services used by subscribers. Typically outside
ver!dcrs pay cornnissions due to the Company forty fi.ve t.o sixty days after !he
usage month-end.

An allowance for. doubtful accoun' s of $154, 35 ' at. June 30, 2004 has bee&!
established by the Company to provide for potential uncollectible accounts and
i s deemed to be adequate by mar!agemen& based on i!istori. cal resu'Lts. The Company
had marketing ccrrnnissions revenue from three customers tnat generated 25!& and
32-"; of total revenue for the year ' ended Jur!e 30, 2004 ar!d 2003 respectively

Inyentctr y

Inventory consists of prepaid calling cards held for resale and is stated at t:he
lower of cost or market, determ& ned using the first-in, irst-out method {FIFO) .
Call. ing cards are purchased from a variety of vendors at a d:scount from the
face value. Excise tax o 3s of the face value is paid at the birr!e of purchase.
When the ca!ling cards are sold, the excise tax Is collected and offset against
the prepaid excise tax.

Pro ert and E uir&ment!

Property and equi. pment ' s stated at cost. Depreciat. icn is provided utilizir!g t)!e
straig?'. t-line method over. Che est imated useful lives for owr ed assets, rang'ng
from 3 to 7 years.

Gocdwl 11

The excess of the pur&-, hase price over net assets a&'quired by t:he ..ompany frcm
unrelated third parties is reccrded as «goodwi' 1. Gocdwili resulted frcm the
acquisi, tior! of CST. In Jul', 2001. , t?&e Financial Accounting Standards Board
(FASH) issued Statemer. t: of Fir anci-1 Accounting Standards (SFAS) Nos. 141 and
1.42, "Bus:Lness Cornbi. nat. !.ons" and "Goodwil:L and Other Intangible Assets. " SEAS

No. 141, requires aL1 bus i. ness combLnations in.-': t. iated after June 30, 2001 to be
accounted for using the purchase n!ethod. Under the guidance of SEAS No. 142,
goodwil. l. is no longer subject. rc amortization over ='. t:s estimated useful life.
Rather, goodwill will be subject to aL 'eas&. ar annual assessment for impairment
by applyi. ng a fair va. i.ue base i..est. "."?!ere was no goodwill recorded as of June
30 2004 as it was wri. ten o& t: .in th. . t ransact ion related t'o the sale of CS&T.

See Note 7.

Valuation of : onq-I, ived Asse. . s

The Company as.:esses valuation of long-Lived assets in accordance with SEAS No.

121, "Accountir!g for t?!e lr&pairment of Long-Lived Ass&'ts ard for Long-Lived
Asset s 'I. o be di sp sed of" . The Con!pan y per i od i ca 'L 1 v evalu al" &-' '.' the ca ".'r~'. .I Ilg va I ue

long —li:ed asset ". t:o be held ar d used includirg gccdwil and other
:intar!qLb] e asse!:.s, when even' s and c i rcumstar'!cus warrar! t suc?! a review. The

carryir. g vai ue .-&f: a long —.1 i ved asset is considered impaired when t.he ar&ticipa ted
undiscounted cash flow from su '.?! asset is separately identifiable and is less
than its carr yinq value. .";. . & hat ever!L. , a Joss:.!s recoqni red based on the a(!our!t
b~ which t. he carryi. .g value exceed. the fair markei: value of I he lorg-lived
a:!set. Fa ir &sar kct value .is (t&cf ermir!ed primarily usinq t?!e ant ici pated cash
flow" discounte, ' at a rat" e co&(&measure'te with the r:Lsk ir!volved.

Account s Re(. e Lv.=!I;.'.!e

Cash

TheCompanyconsidersall highly liquid i.nstruments purchasedwith an original
maturity of three monthsor less to be cash. TheCompanycontinually monitors
its positions with, andthe credit quality of, the financial institutions with
which it invest-s. As of the ba].ance sheet date, balances of cashand cash
equivalents exceededthe federally insured limit by approximately$328,550.

M.a._rke t i r.{.g.C.9._i.s, s_i.99 s_.R..e.q e_i..va b__l_e

Marketing commiss:ions receivable represent amounts due f:rom outside vendors of

telecommunication products and services used by subscribers. Typically outside

vendors pay commissions due to the Company fo:r.l-y five t.o sixty days after _-he

usage month-end.

An allowance for doubtful accounts of 8154,357 at June 30, 2004 has been

established by the Company to provide for potential uncollectible accounts and

J.s deemed to be adequate by management based on historical results. The Company

had _marketing corr_issions revenue from three customers that generated 25% and

32% of total revenue for the years ended June 30, 2004 and 2003 respectively

Inventory consists of prepaid calling cards held for resale and is stated at the

lower of cost or market, determined using the first-in, first-out method (FIFO).

Calling cards are purchased from a variety of vendors at a discount from the

face -value. Excise tax of 3% of the face value is paid at the time of purchase.

When the calling cards are sold, the excise tax .is collected and offset agai.ust

the prepaid excise tax.

Property and Equi_pment

Property and equipment is stated at. cost. Depreciation is provided utilizing t)-e

straight-line method over the estimated useful ].ires for owned assets, ranging

from 3 to 7 years.

.9o.o:i__&!1

The excess of the purchase price over net assets acquired by the Company from

unrelated third parties is recorded as goodwill. Goodwill resulted from the

acqui.sition of o°_oT. in July. 2001, the Financial Accounting. Standards Board

(FASB) issued Statement: of Financial Accounting Standards (SFAS) Nos. 141 and

].42, "Business Combinations" a,'.]d"Goodwill and Other intangible Assets." SFAS

No. 14]. requires all business combinations in-tiat:ed after June 30, 200]. to be

accounted for using the purchase method. Under the guidance of SFAS No. 142,

goodwill is no longer subject to amortization over its estimated useful life.

Rather, goodwill will be svbject to at least an annual assessment for impairment

by applying a fair value base test. There was no goodwill recordec] as of June

30, 2004 as it was w...._._ten off. :in the transaction related to the sale o_ CST.

See Note 7.

Ym..i___i.oA_.£!_. hoD._.-_]_-_,:_.vgJ.._.._,s.s.9 ._.s.

The Company assesses valuation ¢:f lona-lived assets in accordance with _' o_ No.

121, "Accounting for the Impairment of Long-Lived Assets and for Lor'g-Lived

Assets I::o be disposed of". The Company periodical].y evaluates the carryJ..ng value

of long-lived assets to be held and used, including goodwill an<] other

intangible" assets, when events and circumstances warrant: such a review. The

carrying value of a long-lived asset: is considered impaired when the anticipated

undiscounted cash flow from such asset is separately identifiable and is less

than its carryi[_a va].ue. _," tha_ _ event, a loss .i.s ].'eco(_nized based on the amount

by which the carrying value exceeds the fair market value of the long-lived

asset. Fair market va].ue is de.termi.,ied primarily using the anticJ.pated cash

flows discounted at a rate commensurate wJ..th the risk involved.

Ac c'o,.mt s F,ece :ivab i e



At the tirr!e the a !coul'1& " receivable are originated, the Corr&pany considers a
reserve for. loubl ul a =count. " based on the creditworthiness of the customer:. T?ie
provision for uncollectible amounts is continually reviewe". ' anci adjusted to
maintain the allowance at a level considered adequate to cover future losses.
The allowance i..: management. 's best. estimate of uncollect:Lble amounts and is
cJetermined baseci on historical per forr«ance that is tracked by the Cor«parry on! arl
ongoinq basis. The losses ult. imately incurred could differ materially .i.n the
near terr!& frorr! the amounts estimated in determining the allowance. The allowance
was +258, 10/ as of June 30, 2004.

Commiss' ons Payabie

' ommissions payable represent amounts due to agents for commissions related to
the usage for which the Company is due marketing commissions revenue from its
outs:icie vendors and commissi. ons payable on sales of telecoirimunications revenue.
It is the Company s policy to pay commissions to its aqents only after receiving
commissions clue .?rorx .}ts outside vercior. . This policy results .in approximately
two months covm&ission payable at any point in time. Commissions a e paid on
telecommunications re'. errue usually within one to two rconths of aenerating the
telecomrnunica tions revenue.

Income Taxes

The Company recognizes deferred tax li.abilities and assets based on the
differences between the tax basis of assets and liabilities and thei- reported
amounts .in the :financ. 'i.al statements that will resul. t iis taxable or deductJ ble
amounts in future years. Deferred tax assets and liabilities are measured using
enacted tax =ates expec ed to be recovered o" settlecJ. The effect on deferred
tax assets and liabilities of a change .in tax ates is recogni zed in income in
the p" riod tha includes the e. actment date.

Revenue Beco~c nition

markets ng Corr&misszons

?larket in- &zo!nr&.. i ss tons revenue f rorr the sale o f long-distance telephone, persona. i

comm;nication dev' ces and marketinq products .i.s recognized at l he time of sale.

Tel ecommun i ca t ion&s

Te }.ecomir&Llnlcatlo!rs ca11ino "ard and pin re'!enue is recorded when the callirig
c:ar!.s and p.-:ns are shipped. The Company's policy is to de'ay shipment oF &sailing
care!s and pins for a two-week perioci after receipt of cash to allow for
processing. This delay results in deferred revenue, which is recorded as a
liability unt. il the cailin!g ca. ds are shipped. Calling card revenue includes
amounts pa lcJ f&)r.' t tie 'est &"f t he t e 1 ecoirrrflur! i ca t ions servi ces provided by
!..hirci-party carri. . rs.

Teleciomrr!unicatiors 'onq dist ance phone service revenue is rpciorded when services
are rendered.

Telecommunications prepaid long disiiance phon» service is init' ally recorded as
deferre&"' revenue and is recogriized as the prepaid rriin!utes are used by the
customer,

Use o' l stimal es

The preparation o financial statements iri conformity w', th accour ting principles
qer;eral ly a cepte&J in the Uni. ted States of A!nericia requi. res manaqerr&ent to make

est ':m-r. s and assumpt: ons tl'at -f feet: the reporteci amounts of assets .. r c
1. iabi. 1 i. ties, d isclosur&" 9 of cont. incie&rt assets and 1}abi 1 i. i ies at the date of the
financial statements and "he reported amour. ts of revenues and expenses d!rr ling

he reportincr per'od. Actual results could differ rom those e .timates.

At the time the accounts receivable are originated, the Companyconsiders a
reserve :for doubtful accounts based on the creditworthiness of the customer. The

provision for uncollectible amounts is continually reviewed and adjusted to

maintain the allowance at a level considered adequate to cover future losses.

The al].owance .is management's best estimate of uncol].ect:ible amounts and is

determined based on historical performance that is tracked by the Corrtpany on an

ongoing basis. The losses u]..timately incurred could differ materially :Lr, the

near term from the amounts estimated in determining the allowance. The allowance

was $258,107 as of June 30, 2004.

qp_@i.s _.!.qnP-...-P-_-9b_i._e

commissions payable represent amounts due to agents for commissions related to

the usage for which the Company is due marketing commissions revenue from its

outside vendors and commissions payable on sales of teleeoiT_nunications revenue.

It is the Company's policy to pay commissions to its agents only after receiving

commissions due from its outside vendors. This policy resu].ts .in appr.oximately

two months com_mission payable at any point in time. Com_missions are paid on

telecommunications rever,..ue usually within one to two months of generating the

telecommunications revenue.

I_ nc,o_lm e_.Ta_xes.

The Company recognizes deferred tax liabilities and assets based on the

differences between the tax basis of assets and liabilities and their reported

amounts ;in the fi.nancial statements that will result in taxable or deductible

amounts in future years. Deferred tax assets and liabilities are measured using

enacted tax rates expected to be recovered or settled. The effect on deferred

tax assets and liabilities of a change in tax rates is recognized in income in

the period that includes the enactment date.

_R_ev__e.nu_9_.._Rp.c_9_/p..Ati._=on

Ma rke ting Commi ss ions

Marketing comm:Lssions revenue from the sale of long-distance teleFhone, persona][

communication devices and marketing products is recognized at:: ]:he time of sale.

Te I e comm u n i ca t io n s

Tel.ecommunications calling card and pin revenue is recorded when the call.ing

cards and pins are shipped. The Company's policy is to delay shipment of calling

cards and pins for a two-week period after receipt of cash to allow for

processing. This delay results in deferred revenue, which is recorded as a

liability until the calling cards are shipped. Calling card revenue includes

amounts .maid for the cost of the telecommunications services provided by

third-party carriers.

Teleo.ommunications long distance phone servi,-:e revenue is recorded when services

are rendered.

Telecommunications prepaid long distance phone service is initial].y recorded as

deferred revenue and -is zecognized as the prepaid minutes are used by the

cust ome r.

The preparation of financial statements in conformity with accounting principles

genera] ]..y accepted in the United States of A:ne.r'.[ca requires management to make

estimates and assumptions that affect the reported amounts of assets and

].iabi.l.:[t/es, d:Lsciosures of continge.nt assets and l;iabi]..ities at the date of the

financial, statements and the reported amounts of revenues and expenses during

the reporting period. Actual results could differ from those estimates.



Basic Toss Per Share

The Company applies t?&e provisions of SEAS No. 128, "Earnings Pe«r Shar e". All
dilui:ive potential common shares that have an anti-dilutive effect on diluted
per share amounts have been excluded in determining net income (loss) per share.
Shares issued in the initial capitalization of the Company have been treated as
outstanding since inception.

Advertising Costs

The- Company expenses advertising cost s -s incurr ed. Tot a 1 adver ti sing costs I or
the years ended June 30, 2G04 and 2003 were $106, 634 and $151, 951, respectively.

Recently Issued Accounting Pronouncements

In December 2003, t. he FASH issued revised SFAS No. 132, "Employers' Disc'osures
about Pensions and Other Postretirement Benefits". The revision requires
additional annual disclosures related tn information riescribi. ng the types of
plan assets, investment strategy, measurement dates, plar« obligations and cash
flows. The revision also requi. red new quarterly disclosures detai. ling the
components of ne periodic benefit cost recognized dur ng the interim period.
The adoption of this Star dard has not had a material effect on the Company's
:financial statements.

In March 2004, the 'ASB approved the consensus reached on the Emerging Issues
Task For=e (EITF) Issue llo. 03-.", "The Meaning of Other-Than-Temporary
Impairmer&t and It." Applicatior. ro Certain Inves' mer&ts. " The objective of this
Issue is to provide gu:.'-da. ,ce for identifying impaired investmeni. s. EITI 03-l,
also provides new disclosure requirements for investments t?'at are deemed to be
, emporarily imnaired. The accounting provisions of EITI' 03-1 are effect' ve for
all report. ing periods beginning afte Jur. e 15, 2004, w!hile the disc. l.osure
requirements are e"fective on y fo" annual periods ending after Jure 15, 2G04.
The Company has e!raluated the irr&pact of' t?'&e adoption of ETTF 03—1 and does no"
believe t.;he impact will be signif:cant to tl e Company's overall results of
operations or fir'ancial pos'' ion.

Reclass-'-fications

Cert..a i n amoun s i r& the 20!33 cor&solidated financia. "& statements have bee«n

rec' ass' fied to cor&form to the 2004 preser&tation.

Note 2 — Basis of Presentation

On October 15, 2001, a one-for-eight (1:8', reverse sto« k spl't took place and

has been re()ected retroactively in these financial statements.

Note 3 — Property and Equipment

Pr opprty and equipment cor!s i.st of the:f ol low!i ng at June 30, 2004:

Furnit:"r:e anti f i.xtu res
Computer. equi pmeni:

Eq&aipme1&
I easehol. d improvements
;.&Oftware

10, 286
116,714:',266
168, 064
l 3!i,284

Less accumulated deprec! ation!
446, 614

(429 767;:

S '6, 847

Note 4 —Notes Receivable

Basic_.__=,oss .Pe.r Sha_re.

The Company applies the provisions of SFAS No. 128, "Earnings Per Share". A].I

dilutive potential common shares that have an anti-dilutive effect on diluted

per share amounts have been excluded in determining net income (loss) per share.

Shares issued in the initial cap:[.ta].:i.zation of the Company bare been treated as

outstanding since inception.

_.dyer_t_.i s..in ___C_9 s _t s

The Company expenses advertising costs as J_ncurred. Total advertising costs for

the years ended June 30, 2004 and 2003 were $106,634 and $151,951, respectively.

_.e qen t._!___...!_s:s_u_e_d _A__o un t !rig ._.ronounc.e._._ent _

In December 2003, the FASB issued revised SFAS No. 132, "Employers' Disclosures

about Pensions and Other Post retirement Benefits". The revision requires

additional annual disclosures related to information describing the types of

plan assets, investment strategy, measurement dates, plan obligations and cash

flows. The revision also required new quarterly disclosures detailing the

components of ne t periodic benefit cost recognized during the interim period.

The adoption of this Standard has not had a material effect on the Company's

:financial statements.

In March 2004, the FASB approved the consensus reached on the Emerging Issues

Task Force (EITF) Issue No. 03-1, "The Meaning of Other-Than-Temporary

Impairment and Its Application t.o Certain Investments." The objective of this

Issue is to provide gu::-dance for identifying impaired investments. EITF 03-1

also provides new disclosure requirements for investments that are deemed to be

temporarily impaired. The accounting provisions of EITF 03-1 are effective for

all reporting periods beginning after June 15, 2004, while the disclosure

requirements are effective only for annual periods ending after June 15, 2004.

The Company has evaluated the impact of the adoption of E.ITF 03-1 and does not

believe the impact wi]i be significant to the Company's overall resdlts of

operations or financial position.

R_e_!.a_%s_!.f_!cA_.i_on._.

C;ertain amounts in t:he 2003 consolidated financial stat:ement s have been

reclassified to conform to the 2004 presentation.

On October 15, 20[]1, a one-for-eight (i:8) reverse stock split took place and

has been reflecteJ retroactively in these financial statements.

Not e 3 - Property_ and E_c/uip_men_t

Property and equipment consist of the :[o]iowing at: Ju.ne 30, 2004:

Furniture and fixtures ...... $ ].0,286

Computer equipment: .......... ii6,714

Equipment ................... i 5, 266

Leasehold improw_ments ...... 168,064

Software .................... ] 3({, 284

446, 6].4

Less accumulated depreciation (429,767)

S 16,847

Note 4 - __Not_es__Rece_ivable



American Co!rmunicaticns , LLC

As of June 30, 2004, the Company had a recorded note receivable outstarding cf
$20, 000 from American Communications, LLC (American Com&nuni 'ations) in
accordance with a $300, 000 Promissory Note and Aareement due in October 2004. As
cf juris 30, 2004, an allowanc&= for. doubtf'u' accounts of $2G, GGG had been
establ. :i.shed on thi, s balance due to the uncertaint. y o.f ccl)ection. This not;e
bears interes't at 12'c payable annually, is securecl by the personal guarar!ty of
the principals of American Communications, and i" in default. This note was
acquired by the Conipany in October 2002 as part of the agreement dated October
17, 2002 with Stanford Venture Capital lloldings, Inc. described in more detail
in Note 7 Stockholders' Equ:i. ty.

Note 5 —Acquisition of Intandem

As of Jure 30, 2004, the Company had made advances of $454, 149 to &ntandem. On

April 1, 2003, the Company and certain principals of Intandem entered into an
agreemen (Funding Aareemer»t ) pursuant to which the Company agreed to proviae up
to $448, 093 in a series o loans to Intandem. Effective February 1, 2004, by
mutual agreement of the principals of Intandem ar d the Ccmp ny, the Funding
Agree&nent was terminated ana a separate agreement, the Termination of Funding
Agreement and Settlement Agreement (Termi lation Agreement , was entered into.

The Termiration Agreemer!t provided that the Company would convert the notes
receivable of 8387, 399 into 100'& of ', he outstar&ding stock of Intandem in
exchanae fcr payments of $10, 00&0 per month fcr eight months, assumption of up to
approximate' y $45, 000 in liabi' ities, car!ce' laticn o: all employment contracts
of the Intandem prir. cipals and carce'lation of opt:-ons to purchase commcn stock
of the Company. As of the date of the Terminatior! Agreement $414 !49 l!ad been
furided u&.der & he Fundinq Agreement and Termir:ation Aqreerner&t. Due tc questions
of recoverability of this amount and thE remaining ccnnnitments under. the
Termination Agreement, a provision of $494, 149 has beer; taken in thr' staten, ent
o; opera 'ons. This provi, sion r:presents the $414, 149 fundina through the date
cf the Terminati or! Agreement plus an est imat e cf rema in fr!g co!nr&it ments under the
Termi nat i. on Agreement wh:ich approx'mat d $80, 000 a't t he tlnic. A»&p ~ cx&&nately
$60, 000:re&nain in accrue«i lf abili t. les as cf June 30!, 2004 relat. ed to est. :imate J
futures expenses relating to the Term"'naticn Aareernent.

ln conj uu»c ion with the Funding Agreen!ent, a onsu&. tar&t »&as rc be pa-: d, unc!el
his consu. L t i ng ag ree&nent w i t h the Cot&!par!y, a co!&em&.is s.i on t.!at was be. '

ng
negotiated witn the Company. The co!nn! Lss ion amount had not yet been det'ermi ned
when ques ions of re'overability arose and a provision o write off funded
amounts was Lncluded in the statement of operatiorls. Ii is ant:Lcipated 'thai. the
majority of anv commission paid will be from fu..ure Intandenl casl —:'cws —'= any,
in a ccn»X! riation of cash and some common s'tock cf the Company, but this car! riot
be assured c&r estimated at t his l.:ime.

Note 6 — Receivables Financing Arrangement

The ba '. ance of r eceivables financing ar rangernent as of .Ju&!e 30 2004 is
$308, 100. !his represent s the amour!t of. narket:!nq commissi&"ns receivabies that
ha ve been sold under an Account:' Recei vable Purchase Ac"reement, 'Receivables
Puce."iase Agreement) wi. th - bank. 'i"he Rece' vai:. le: Pur. .:hase Agreement p& ovi. des (:ur
:»p to $1, 2cG, 000 in marketing cor&nnissi«&n: receivable t. o ke used as col lat:eral
fo.. advance under. the Re& ei vab; «s Pu" chase Aqre=-. ment. nf wh i cl! 65 &: o(: ": he
market&r!g connnissions receivable balances are ava Liable in cask! advances to the
Company. Interest charges are 1.".' per r!onth on the marketinc: commissions

&=ce3 vable k&a 1at&&res used as '. cl la te i"a 1 . '1»h& ban k was c& ive&'i a S&"!.Ur it'„: Agreement
in the assets of the Company including ariy of the Corrpany's copyriqhts,
:.. rademarks, patenLs and r&ask works as a ccr!d.Lt. icn t..o tne Pec&.".ival. .les l"t!. .has .

Ag& semen& . Facility, audit an«i due di i igc n".e fr& s we. . e paid tc» the bank cf.15, 976. In addition, fir der's feni. - i&&» e paid to - party who !nz!y be deemed to be
i &" I ated pa& 't»y «'f $1 9, 3 ' . Both 0: the. i&" a&n». u« t ' aT.".» b&''Lr&c! amcrti ze "i 1 rite

As of June 30, 2004, the Companyhad a recordednote receivable outstanding of
$20,000 from American Communications, LLC (American Cor_nunications) in
accordancewith a $300,000PromissoryNoteandAgreementdue in October2004.As
of June 30, 2004, an allowance for doubtful accounts of $20,000 hadbeen
estab]..:[shed on th:i..s ba]ance due to the uncertainty of col]_ection. Thi.s note

bears interest at 12% payable annually, is secured by the personal guaranty of

the principals of American Communications, ar-d is in default. This note was

acquired by the Company in October 2002 as part of the agreement dated October

17, 2002 with Stanford Venture Capital Holdings, Inc. described in more detail

in Note 7 Stockholders' Equity.

As of June 30, 2004, the Company had made advances of $454,149 to !ntandem. On

April i, 2003, the Company and certain principals of Intandem entered into an

agreement (Funding Agreement) pursuant to which the Company agreed to provide up

to $448,093 in a series of loans to intandem. Effective February i, 2004, by

mutual agreement of the principals of Intandem and the Company, the Funding

Agreement was terminated and a separate agreement, the Termination of Funding

Agreement and Settlement Agreement (Termination Agreement), was entered into.

The Termination Agreement provided that the Company would convert the notes

receivable of $387,399 into 100% of the outstar, ding stock of Intandem in

exchange for painnents of $I0,000 per month for eight months, assumption of up to

approximately $45,000 in liabilities, cancellation of all empioyqr_ent contracts

of the Intandem principals and cancellation of options to purchase common stock

of the Company. As of the date of the Termination Agreement, $414,149 had been

funded under the Funding Agreement and Termination Agreement. Due to questions

of recoverability of this amount and the remaining commitments under the

Termination Agreement, a provision of $494,149 has been taken in the statement

of operations. This provision represents the $414,149 funding through the date

of the Termination Agreement plus an estimate of remaining co_._nitments under the

Terminat:ion Agreement which approximated $80,000 at the time. Approximately

$60,000 :remain in accrued liabilities as of June 30, 2004 related to estimate,J

futures expenses relating to the Termination Agreement.

In conjunction with the Funding Agreement, a consultant was to be paid, under

his consulting agreement with the Corapany, a coi[u_.is s :i.or_ that was being

negotiated with the Company. The commission amount had not yet been determined

when questions of recoverability arose and a provision to write off funded

amou:_ts was included in the statement of operations. It is anticipated that the

majority of any commission paid will be from future Intandem cash flows, if any,

in a comJoination of cash and some common stock o.[ the Company, but this can not

be assured or estimat:ed at this time.

Ng_te _6..._ RggeiM__ab__le_s..__F__i..nax%_cir_g+_Arr_a_n_gem_e_n__t.

The balance of receivables financing arran.gemertt: as of June 30, 2004 is

$308,100. This represents the amount of market:ing commissions receivables that

have beer" sold under an Accounts Receivable Purchase Agreemen.t (Receivables

Purchase Agreement) with a bank. The Receivables Purchase Agreement provides :for

up to $i,250,000 in marketing cormmissions receivab].e to be used as collateral

for advanc.es under the Receivab].es Purchase Agreement. of wh:[.ch 65% of the

marketing cormnissions receivable balances are ava:ilable in cash advances to the

Company. Interest charges are 1.3% per month on the marketing co_remissions

receivable balanc.es used as c,:,].iate:ra].. The bank was given a Security Agreement

in the assets of the Company includii_g any of the Company's copyrights,

trademarks, patents and mask works as a condition to the Receivables Purchase

Agreement. Facility, audit and due diiigen<:e fees were paid t:o the bank of

$15,976. in addition, finder's fees were paid to a party who may be deemed to be

a related party of $].9,337. Both of these amounts are being amortized into



ir&terest expen&se over the ! erm of the Receivab: es Purchase Agreement whi ch is
or!e year . After one year, the R& ceivables Purchase Agreemer!t is from year i o
year Ur! less terri&i na teci .i. n «ri! i r&g by ei ther. i)a

Note 7 — Income Taxes

ik!e Company recocln:i. zes deferred tax liabilities and assets for the expected
future tax consequences of event:. that have been included in the f inancial
statements or tax returns. Deferred tax assets and liabilities are determineci
based on the difference be!..«een .he financial statement and tax basis of assets
and liabilities using the enacted tax rates in effect for the year in which the
differences ar:e expected to reverse. The r!!easurement of deferred tax assets is
reduced, if necessary, by the amount of any tax benefits that are not expecteci
to be realized baseci on available evidence.

The Company's temporary differences result pri!r&ar-' ly from dif fering depreciation
and. amor ti..ation periods of' certain assets, provision for doubtful accounts, net
operating loss carryforwards and the recogr&ition of certa'r: expenses for
fir&ancial statement purposes and not for az purposes. The . ompany has
approxirrately $3, 700, 000 of net operating loss carrvforwards, which expire in
varying amour'ts through 2024, if unused.

The net current and long-term deferred tax assets and liabilities in the
accompanying balance sheet include the following:

Curreni deferred tax asset
Current deferred tax liabili" y
Valuation allowarnce

8 185, 000

(185 000)

Net current deferred tax asset

Long-term deferrec tax asset
Long-t, .erm deferred t ax i.iabilii y
Valuation allowance

1, 397, 000

(1, 397, 000)

Net long-term defer -ed tax asset

Tempo car y di fe!ences and carryforwards qivi n~ r i se to a si gn'i:f: icant port'ion of
deferred tax asset..: and liabi. li. ties are as folio«s at June 30, 2004:

Current
Allowance .or doubtful accoun! s

I or!g 'L&. !',l!
Net operating loss car ryfor«ards
Property and equipment
Less valuation ailowance

185, 000

'. , 389, 000
8, 000

(1,582, QGO!

The provision for income taxes reflected in the consolidai ed statements of
opera'Li, or&a -'.' '..'. . . 0 as sac?! t?ler:c az'0 nc separa t:e compo!&eats.

The following is a reconciliation of the statutory federal income tax rate
appi, .i. eci Lo pre-Ldx a& c&.unt i.ng net loss comparecl to the:income taxes i!s the
&..onso. !.idated stater«ents o' operations:

For t?!e Years Ended
Jc!ne 30,

interest expenseover the term of the Recei.vab!esPurchaseAgreementwhich is
oneyear. After one year, the Receivables Purchase Agreementis from year to
year unless terminated in writing by either party.

Note 7 - Income Taxes

The Company recognizes deferred tax ].labilities and assets for the expected

future tax consequences of events that have been included in the financial

statements or tax returns. Deferred tax assets and liabilities are determined

based on the difference between the financial statement and tax basis of assets

and liabilities using the enacted tax rates in effect for the year in which the

differences are expected to reverse. The measurement of deferred tax assets is

reduced, if necessary, by the amount of any tax benefits that are not expected

to be realized based on available evidence.

The Company's temporary differences result primarily from differing depreciation

and amortizatJ, on periods of certain assets, provis:ton for doubtful accounts, net

operating loss carryforwards and the recognition of certain expenses for

financial statement purposes and not for tax purposes. The Company has

approximately $3,'700,000 of net operating loss carryforwards, which expire in

varying amounts through 2024, if unused.

The net current and long-term deferred tax assets and liabilities in the

accompanying balance sheet include the following:

Current deferred tax asset ........ $ 185,000

Current defer:red tax liability .... --

Valuation allowance ............... (185,000)

Net current deferred tax asset $ --

Long-term deferred tax asset ...... $ 1,397,000

Long-term deferred tax liability .. --

Valuation allowance ............... (I,397,000)

Net long-term deferred tax asset $ --

Temporary diffe:[ences and carryforwards giving rise to a significant portion of

deferred tax assets and liabilities are as follows at June 30, 2004:

C_irrent

Allowance for doubtful accounts $ 185,000

Lo n g - t e rm

Net operating loss carryforwards I, 389,0(90

Property and equipment ......... 8,000

Less valuation allowance ....... (], 582, 000)

$

The provision for income taxes reflected in the consolidated statements of

operations is zero, as such there are no separate components.

The following is a reconciliation of the statutory federal income tax rate

appiied to pre-tax accounting net loss compared to the income taxes in the

consolidated statements of operations:

For the Years Ended

June 30,

..........................



2004 20G3

In! ome tax expense (benef'it) at the statutory rate
State arid local income taxes, net of federal income tax
Change i n valuation al]nwance
Nondociuc:tiblc expense:.
Other t:iming differ:ences, net

8 (1,073, 739)
(105 763)

1, 202, 000
2, 727

(25, 225)

6 134, 478
13, 246

(194, OGG)

8, 717
3/, 559

Deferred i.ncome tax benet::l. t

Note 8 — Stockholders ' Equ&. ty (Deficit}

Preferred Stock

As of June 30, 2004, the Company has authorized 20, 000, GOQ shares of preferrecl
stock. Duririg fiscal 2003, the Company designated 500, 000 shares as 8%

onvert -: ble Series A.

On October 17, 2002 the Company issued 500, 000 shares of 8% Convert:ible Seri es A
Preferred Stock (Preferred Stock) to Stanford Venture Capital Holdings, Inc. for
$500, 000. Each share of the 8% Convertible Series A Preferred Stock is
convertible, at the option of. the holder, into one share of the Company's common
stock for a period of five year=. After five years the Preferred Stock is
automaLically converted to corn{&mon stock. The Preferr. d Stock Goes I 0't ha&'e
voting rights and has a liquidation preference of $1.00 per share. In
\ or{junction with ..he issuance of the Preferred Stock, the Company paid $30, 000
in cash: and issued 64, 516 shares of the Company's common stock valued at $20, 000
to unaffiliated third-parties as a finders fce.

Div'dends on the P.referred Sto&lk are cumulat;Lve at tl-e rate of 8'"., per annum of
the li~uidation value, 81.00 per s.rare, are payable i n cas&&, wher. and if
declared by the Board of D'rectors and are p. e eren ial to any ot., her junior
securities, as defir. ed. The Board has not declared any s!ich dividends. - ecause
of the ca~.-ulative nature of these dividerids, the Compar y has accrued div iden{is
- s of )un. 30, 2004 of $68 225.

Cqtmfon '-'-.::ck

its part of the agreement dated 0:tober 17& 2002 &iiscussed above, Stanford
Fina nc i al Group Company, Inc. agreecl to t pans fer to Lhe Company, an approxill&ate
32&&; interest ir, Arrerican Communications, a private ccmpany, and a 300, 00G
Promis. ory Note and Agreeraeni due i.n October, 2004 '.n exchar. ge for 400, 000
shares of the Company's commor. stock, two-year warrar&ts to purchase 150, 000
sl'iar'Ps of the Company' s con!mon stock at an exer& .ise price c&f. $. 50 per share and
five-year warrants to pur!, hase 350, 00&0 shares of the ( ompany ' s corn!!&on s! &.-;Gk a t-

an exe "cise price o ," . &5 per share . This i ransact"' on was comp' eted on 1'ebruary
2&303 ar{cl the stc&c:k and warrants were issued.

Or& February ='. , 20{)3, the Company er& te re&i into a let ter: of inter&t wit i! David
Stone aY&ci Ha rry Gorlovezky, members oi American Communications, p!,rsuant Lo
whicli Messrs. Stc&ne and Gorlovezky indicated their ' r tent to acquire the
approximate 32': Lnl e".e. t in Amer. .Loan ' ommun:i. cat:I.oils l..ria't i:he Compar'ly Ilcquireci
from Standford F'inancial for a cash{ consideration of $22, 500. In addition,
Mess&:s. St«r&e ariel Gor' ovezky had. a r. i&,"ht uni .il June ", 0, 20G3 to a. c„uire & he
8300 0&00 Proir&i. ssory Notre and Agre-. ement due i.n Oct. ohe 2G04 fc&r a price of
877, 500 in cash. The $22, 500 was receiv - &1 arid the 32":.* interest in& American
Co!nmunicati ons wa': Ge.':Lvered I o M&esses 'tone Prici Gorlovezky. '.";. he opt i.or. t o
acqu:Lre the ";300, 0&00 Promissory Note and Agreement for $77, 5QO was not
& xe Ycised ro!eever' a sul" &

c &'c nL' agi eei",enL' ((' ut&seoLl- I'. &.. Agreement) wa! rea' herl
with Amer. ican Commu&. i.cai. ior{s ar.d Mr. Stone ..o a& qui re t!le 8300, 000 Promissor y
Note and Agreement for $100, GOG payable 820, 000 per month throuah July of 2004.
880, !0(& of th I &10C&, ()00 was r{!Oeived. Because o 6 the re!{a il!L&{g Ss 0 000 was r{ot

2004 2003

......................

Income tax expense (benefit) at the statutory rate .... $(1,073,739) $ 134,478

State and local income taxes, net of federal income tax (105,763) 13,246

Change in valuation allowance ......................... 1,202,000 (194,000)

Nondeductible expenses ................................ 2,727 8,717

Other t.iming dif:[erences, net ......................... (25,225) 3"7,559

......................

Deferred income tax benef:it ........................... $ -- $ --

Preferred Stock

As of June 30, 2004, the Company has authorized 20,000,000 shares of preferred

stock. During fiscal 2003, the Company designated 500,000 shares as 8%

Convertible Series A.

On October 17, 2002 the Company issued 500,000 shares of 8% Convertible Series A

Preferred Stock (Preferred Stock) to Stanford Venture Capital Holdings, Inc. for

$500,000. Each share of the 8% Convertible Series A Preferred Stock is

convertible, at the option of the holder, into one share of the Company's common

stock for a period of five years. After five years the Preferred Stock is

automatically converted to co[_mon stock. The Preferred Stock does not have

voting rights and has a liquidation preference of $I. 00 per share. In

conjunction with the issuance of the Preferred Stock, the Company paid $30,000

in cash and issued 64,516 shares of the Company's common stock valued at $20,000

to unaffiliated third-parties as a finders' fee.

Dividends on the Preferred Stock are cumulative at the rate of 8% per annum of

the liquidation value, $I.00 per share, are payable in cash, when and if

declared by the Board of Directors, and are preferential to any other junior

securities, as defined. The Board has not declared any such dividends. Because

of the c,_mulative nature of these dividends, the Company has accrued dividends

as of June 30, 2004 of $68,225.

Comm.on Stock

As part of the agreement dated October 1"7, 2002 discus._]ed above, Stan.ford

Financial. Group Company, Inc. agreed to transfer to the Company, an approximate

32% interest in American Communications, a private company, and a $300,000

Promissory Note and Agreement due in October, 2004 in exchange for 400,000

shares of the Company's co1_mon stock, two-year warrants to purchase 150,000

shares of the Company's common stock at an exercise price of $.50 per share and

five-year warrants to purchase 350,000 shares of the Company's co_-m,on stock at

an exercise price of $.75 per share. This transaction was completed on February

5, 2003 and the stock and warrants were issued.

On February 3, 20(]3, the Company entered into a letter of intent with David

Stone and Ha:cry Gorlovezky, members of American Communications, pursuant to

which Messrs. Stone and Gorlovezky indicated their intent to acquire the

approximate 32% interest in fauerican Co_m_un:[cations that the Company acquired

from Standford Financial for a cash consideration of $22,500. In addition,

Messrs. Stone and Goriovezky had a right until June ]0, 2003 to acquire the

$300,000 Prol.qissory Note and Agreement due in October 2004 for a price of

$77,500 in cash. The $22,500 was received and the 32% interest in American

Communications was delivered to Messrs. Stone arid Gor]ovezky. The option to

acqu:[re the $300,000 Promissory Note and Agreement for $77,500 was not

exercised, however a subsequent agreement (Subsequent Agreement) was reached

with American Communications and Mr. Stone to acquire the $300,000 Premissory

Note and Agreement for $i00,000 payable $20,000 per month through July of 2004.

$8[),000 of the $i00,000 was received. Because of the remaining $20,00(3 was not



rec..:L:ed i. n accordance with
is tr be applied to the pr
Note and Agree!t!ent. As of
receivable outstanding of
Agreement. Also as of this
hacl been establ. ished on thi

t?ie terr&is of: tlhe Subsequent Agreement, t he 980, 000
incipal and interest due under $300, 000 Pror&iissory

June 30, 20G4, the Company had a recorde&i rlote
$20, 000 in relation to the Promissory Note anci

date, an allowance for doubtful accounts of 820, 000
s balarice due to the uncertainty of colle&.:tion.

.Tn Apri, :l. 2003, 35, 000 shares were issued to a new member of the Boarcl o:f:
Directors of the Company. The shares were valued at S13, 647, which approximates
fair value, and are included in the 20G3 operating results as stock-based
colnpensat! on expense.

Stc&ck: or Stock Fxc?)ange J?greernent

On May 12, 2004, aft er approval by the Bc&ard of Directors, the Company entered
into a Stock for. Stock Exchange Agreement with Jimmy L. Bosvipll, David G. Lucas,
Reginald W. Einkauf and John D. Miller (collectively the Principa's, 'pursuant to
whic?I the Pri.-.cipals agreed to exchange vi!.Ch the ..ompany a total of 800, 000
shares of the Company's common stock owned by the Principals for a 1 of the
outstanding colmnon stock of thc Company's wholly-o!ined subsidiary, CST, and
warrants to purchase 200, 000 shares of the Company's common stock effective
February 1, 2004. The closing occurred on May 21, 2G04. At the closing CST
entered into a Master Services I-'.greement (MSA) to provide the Company w.i.th
telecommunications rating, billing, provisioning, customer care, comm'. ssioning
and database managemer. t fo- a fee. The MSA is e fective February 1 2004 anci
goes for one year periods unless term:nated by either. . part. y at the end of each
period with a 30 ciay notice.

As part of the closing, CST entered into a new rote with a then exis ing lender
represen. ing approximately $223, 000 in debt. All optior. s to purchase colrimon
stock of the Company issued to CST employees were terminated except for the
c&pt': on to purchiase 200, 000 sharPS of I'hP. Company s common stock owried by Jllm!!y
L. Boswell which option exp:i. red in August 2004 arid was exercisable ai. 83.68 per
share.

Jimmy L. Boswell is the Presiden and a Director nf C'ST. David G. Lucas is the
iormer chief financial officer and a Director of CST. Regina'd W. Einkauf and
John D. Mi. !.ler are former of. "i.cers and Dire&. .tors of CST. Mr. . Boswel. l. an&", ?1r.
I ucas are fc:rm&PI officers and I&i reuters of t?!e .O&mpany. The Principals and
another persor; sold all of the outs anding st ock of CST to =he Comparly for
shares of the Company's &=omlnori s&cc&ck in Apr,;.L 2000.

.It&:.on luncti. on with he Stoc:k for Stock Ex'harlge Agreemer. t, goodwill w(. th a net&

book value of 82, 893, 029 has been written off. With "or sideration of
approximately 826, 000, calculated usir. g the Black Scholes method of calculation
for 'he 200, 000 warrants, goodwilL of" 82, 893, 029 and 8168, 448 .in negat! ve equity
that was assumed by the Principals, and tire 800, 000 shares of the Company's
corn!non stool' that wa' repu. c'.hased froln Lh.. Pcinc.ipals va. .Lued at 8.31 per share,
the Company recordecl a loss of «2, 502, .'&83 on this transactiori that:, s i nclucie:!
in t?!e statement of operations.

Stock Redezptioil Agreement

On November 21, ?001, the Company entered intc; a 8!:.ock Re&ielliption Ac;reement;
with a shareholde'-, in whiich t?le s?!are?lolder ac&reed to sel to t?1P Co'&inany

2 i'". 2, 501 shares &nf !' hP. Co!npany's con!mion ."-:'! ock a' appi'o& ll!!ately ~ . i p&'""' sh&1!e
which approximatec! market value, 'n exchar!ge for potential future co!rmissions of
82, 088, 622 o!I certain .ustomers, as def ined:in the agree!nent. ""he shan;- s were
purchasecl iri DecemL&er 2001. Deferred commiss. 'ior&s payable will. be pa Ld ci!it base:!
upon future commissions earned as ciefined 'n tne agr&sement. The agreerient does
no. guarantee that future conm!issions wii. l be earned. As of June 30, 2004, l he
remaining bal. ance of deferred commissions payable v«". s 8748, 546. The Company has
c&lassi f. :!.ed 85&ll. 2i')0 as an estimate of tile current por!, ion of ..his a&lreemer"
baser! on his" or. !.ca.L comr! i ssions. Ilad the payments to the shareholde" for t?le
i&ear er&ded Jun&= 30, 2004 of 8526, 64i4 bee 1 reco 'deci as marketing ' orin!riission. -:

expense Lust&sac! - f areducti ''n of d&nferred cornmiss:iona;)ayai)L . on «h.l X&ala ice

i received in accordancewith the terms of the Subsequent:Agreement, the $80,000
is to be applied to the principal andinterest due under $300,000 Promissory
Noteand Agreement. As of June 30, 2004, the Companyhad a recorded note
receivable outstanding of $20,000 in relation to the Promissory Noteand
Agreement. Also as of this date, an allowancefor doubtful accountsof $20,000
hadbeenestablished on this balancedue to the uncertainty of collection.

In Apri.l 2003, 35,000 shares were issued to a new raemberof the Boardof
Directors of the Company.Theshares werevaluedat $13,647, which approximates
fair value, andare included in the 2003 operating results as stock-based
compensationexpense.

Stock for Stock Exchange Agreement

On May 12, 2004, after approval by the Board of Directors, the Corapany entered

into a Stock for Stock Exchange Agreement with Jimmy L. Boswell, David G. Lucas,

Reginald W. Einkauf and John D. Miller (collectively the Principals) pursuant to

which the Principals agreed to exchange with the Company a total of 800,000

shares of the Company's common stock owned by the Principals for all of the

outstanding common stock of the Company's wholly-owned subsidiary, CST, and

warrants to purchase 200,000 shares of the Company's common stock effective

February I, 2004. The closing occurred on May 21, 2004. At the closing CST

entered into a Master Services Agreement (MSA) to provide the Company with

telecommunications rating, billing, provisioning, customer care, commissioning

and database management for a fee. The MSA is effective February i, 2004 and

goes for one year periods unless terminated by either party at the end of each

period with a 30 day notice.

As part of the closing, CST entered into a new note with a then existing lender

representing approximately $223,000 in debt. All options to purchase com_mon

stock of the Company issued to CST employees were terminated except for the

option to purchase 200,000 shares of the Company's common stock owned by Jirany

L. Boswell which option expired in August 2004 and was exercisable at $3.68 per

share.

Jimmy L. Boswell is the President and a Director of CST. David G. Lucas is the

former chief financial officer and a Director of CST. Reginald W. Einkauf and

John D. Miller are former officers and Directors of CST. Mr. Boswell and Mr.

Lucas are former officers and Directors of the Company. The Principals and

another person sold all of the outstanding stock of CST to .-_he Company for

shares of the Company's common stock in April 2000.

I[Ii conj_unction with the Stock for Stock Exchange Agreement, goo(JWi].l with a net

book value of $2,893,029 has been written of:[. With consideration of

approximately $26,000, calculated using the Black Schoies method of calculation

for the 200,000 warrants, goodwill of $2,893,029 and $168,448 in negative equity

that was assumed by the Principals, and the 800,000 shares of the Company's

co_uon stock that was repurchased from the P:ci.ncipais valued at $.33 per share,

the Company recorded a loss of $2,502,583 on this transaction that: is included

in the statement of operations.

Stock Redemption Agreement

On November 21., 2001, the Company entered into a Stock Redemption Agreement

with a shareholder, in which the shareholder agreed to sell to the Company

2,712,501 shares of the Company's common sto<:k, at approximate].y $.7"7 per share,

which approximated market value, in exchange for potential future com_missions of

$2,088,622 oP. certain c_;stomers, _:s de:fined in the agreement. The shares were

purchased in December 2001. Deferred comm:[ssions payable will be paid out based

upon future commissions earned as defined in the agreement. The agreement does

not guarantee that future coGumissior_s will..[ be earned. As of ..Tune 30, 2004, the

remaining ba].ance of deferred commissions payable was $748,546. The Company has

classif:i.ed $511,200 as an estimate of the current portion of this ag:reemeP.t

based on historical commissions. }.lad the payments to the shareholder for the

year ended June 30, 2004 of $526,644 been recorded as marketing commissions

e:<pense :[._'_stead .:.f a reduction of deferred co..'am:i.ss:ions payab.ie on the balance



sheet, market inq commissions expense would have been hi. gher by $526, 644. Ne do
:&ot anticipate recording these paymen. 's a: marl eting co!«!&!issior&s expense ur;ti'
sometime in 2006.

Stock Options

The Co!!!pany has established the 2001 Incentive and Nonstatutory, tock Vptio!!
Plan (the Plan), which author i. zes the is. uance of' up to 625, 000 shares of the
Company ' s common stock. The Plan will remain in effect ur&til 2011 unless
terminated earlier by an action of ihe Board. All employees, board member' and
consultants of the Company are eligible io receive options under the Plan at the
discretion of the Board. Options issued under the Plar; vest according to the
individual option agreement for cac?! grantee.

During the year ended June 30, 2004, the Company granted to an employee, options
!:o purchase 10,000 shares o f' common stock of the Company. These opt. !.c!ns ves! ed
5, QQG immediately and 5, 000 in one year, were exercisable at $.39 per sha. e and
exp.Lred in f.ive years. These options terminated dur;Lng the year ended June 30,
2004.

In January ?004, the Board of Directors granted 200, 000 options to an officer of
the Companv. These options vest 100, 000 immediately and 25, 000 each year for the
ensuing four years, are exercisable at $.23 per share and expire in five yea s.

During tne year ended June 30, 2004, a total o: 606, 000 options v!ere cancelled,
of which 450, OQG were not. issued under the Plan.

During the yoar ended June 30, 2003, the Board o Dire.-..' ors granted optio!!s to
employees io purchase 281, QGO shares cf the Company's common stock thai vest at
varying times beiweer. immediately and three years, are exercisable at between
$.36 to $.44 per s?:are and expire five years from date of grant.

In Apr:Ll 2003, the Board of Directors granteci optior:s ' o purchase 25 000 shares
of the Company's common stock to a shareholder. of the Company for prior se vices
renderecl. These options vest immediately, are exercisable ai $.40 per share, and
expIre five years from date of grant.

In Apr l. '1 2003, as part o"; the FundincJ Agreement »ith Intandem, the Board of
Directors grantecl to the princ! pal s c&f . ntandem oF!tinns t o purchase. up to
450, 000 share; of the Compan~&'s cormor: stock. T? e exer'ise price of tl'& . op ions
was q. 36 oer . haTe and tl ~ e optic ~ s erpl. .. ed !T& f!vP. years. IT! coralunciioT& with
ihe Terminatio. . Agreement, these options were carcelled effective February I,
".004 .

In February 2Q03, ihe Board of Direc ors granted optior&s to pure?!ase 25, 000
shares of the Company s common stock to a consui t:.art of tr&e Company fc&r servicps
rendered. These optior s VPs' over two year, are exercisab'e at -;.48 pP. s lare,
allci oxp! re five. years f.'rom date of grant.

In December 2002, April 2003 and June 200.3, the Board of Directors grar!teel
opti&.:ns '"c purchase a total of 85, 000 shares of the Company's co!smc!n stocl. to
the four independer t directors a&. that time oi the Company as a part" al fee for
services rendered as '- ndepenclent dLreciors. Tl'!e options vested '!TLT«&sdiately, are
exercisable at between S.38 and $.52 per sl!are and expire in four '. o five years
fxol!! dat. e ot g'& an

sheet, marketinq commissionsexpensewouldhavebeenhigher by $526,644.Wedo
not anticipate recording these paymentsas marketing corwaissionsexpenseuntil
sometimein 2006.

.SAg_':k__Qlq_!99_s

TheCompanyhas established the 2001Incentive and Nonstatutory Stock Option
Plan (the Plan), which authorizes the issuanceof up to 625,000 shares of the

Company's common stock. The Plan will remain in effect until 2011 unless

terminated earlier by an action of the Board. All employees, board members and

consultants of the Company are eligible to receive options under the Plan at the

discretion of the Board. Options issued under the Plan vest according to the

individual option agreement for eac.h grantee.

During the year ended June 30, 2004, the Company granted to an employee, options

to purchase 10,000 shares of co,.on stock of the Company. These opt:ions vested

5,000 immediately and 5,000 in one year, were exercisable at $.39 per share and

expired in f:ive years. These options terminated during the year ended June 30,

2004.

In January 2004, the Board of Directors granted 200,000 options to an officer of

the Company. These options vest 100,000 immediately and 25,000 each year for the

ensuing four years, are exercisable at $.23 per share and expire in five years.

During the year ended June 30, 2004, a total of 606,000 options were cancelled,

of which 450,000 were not issued under the Plan.

During the year ended June 30, 2003, the Board of Directors granted options to

employees to purchase 281,000 shares of the Company's common stock that vest at

varying times between immediately and three years, are exercisable at between

$.36 to $.44 per share and expire five years from date of grant.

In April 2003, the Board of Directors granted options to purchase 25,000 shares

of the Company's common stock to a shareholder of the Company for prior services

rendered. These options vest immediately, are exercisable at $.40 per share, and

expire five years from date of grant.

In April 2003, as part of the Funding Agreement with intandem, the Board of

Directors granted to the princJ.pals of Intandem options to purchase up to

450,000 shares of the Company's common stock. Tl-e exercise price of the options

was $.36 per share and the options expired in five years. In conjuncti.on with

the Termination Agreement, these options were cancelled effective February i,

2004.

In February 2003, the Board of Directors granted options to purchase 25,000

shares of the Company's common stock to a consultant of the Company for services

rendered. These options vest over two year, are exercisable at $.48 per share,

and expire five years from date of grant.

In December 2002, April 2003 and June 2003, the Board of Directors granted

options to purchase a total of 85,000 shares of the Company's common stock to

the four independent directors at. that time of the Company as a partial fee for

services rendered as independent directors. The options vested ilr_aed.iate].y, are

exercisabl.e at between S.38 and $.52 per share and expire in four to five years

from date of grant.
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Note 9 — Commitments and Contingencies

Op&&ratirig L«~'cs

The Company leases office space under operating lease agreements. Rent expense
for t?iese leases for. the years encied June 3G, 2004 and 2003 was approximately
$145, 000 and $141,000, respectively.

Eut:ure minimum lease payments under these leases are approximately as follows:

Year Encj i.ng 7urie 3G,

2005
2006
2007
2ij08

$105, 091
64, 856
66, 712

/, 413

$244& 072

COGNIGEN NETWORKS, INC.

Item 8. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 8A. Controls and Procedures.

Under the supervis-'on and with ": he
.Lricludina our chief exec tive of'ficer and the
? ave evaluated the effec&. iveness of our disci
a da& e within 90 days pr.?or. to : he fil ng of
that. t:.hese dis 'los!.'re controls provicl. reasor:
proce" s and disclose, within the ti!rie perio
=ules and forms, the I r& format. i on required
Exchanae Act reports.

participation of our management,
principal accountirig t:ficer, we

osure controls and procedures as of
this repo; t. The ?!ave c:onc.1. ucte '

able assurarce that we car co'.Llecit,
ds specified in the Commission's

t.o be disclosed iri its per 3 &!&die

There have been no sianl fi cant. changes in our iriterna1 controls or in ot her
factors that could signi ficar'tly a.feet cur in el! al controls subsequent to the
date of i?&ei r most recen" e!&aluation.

In pr«par Lng our audit fcr t?!e year. ende "' June 30, 2004, our auditor. .=.

.Lderitif. 'eci poLent. Lal deficiencies within our .int:ernal contr&;1 f".amewc!rk which
?!ave th- potential to result in a material control weakness. T?!ese potentia"
contr. :1 deficiencies .relate i o t he manner iri wl". ich we process t.ransactions to
recorci t elec ommunicat ion ' revenue and relat-ed accounts receivab«e as our current
processes and prc&c:edures requ. i re substant ive «&anual in'Lervent Lon& e:t' rrati&. n and
rel: ance on several sources of' informatiori t hat are not. inteqca! ea wit:h our.
a«co!unt i ng sys, em. We r«r&a curreIlt1': anal yzi ig these pot «nt ial control
de f L!-iell!.".

,
' Cs and t?!e act:ions rieeded, i f ar!y, to «d!3'i ess these pete!& Lial

def ' c ' enc..' es.

Item 8B. Other Information.

O&i Apri. L 13, 2004, we fi.1 ea a Curren& Re;.:cr&.. or! Eormi 8-1& datecl Apr:Ll 7,
2004, .in which we described under Item 5 that: Gatv L. Cook had replaced David I. .
Jaci . :on as our Secreta &, y and t hat Davi..' I, . Jacks«& &&as rio le&ager a Vcce
:-resi derit or. a!7 employee ot ours.

c&r&;&1a y I &3 206&4, we 6 1 1 a& i ' Current Repr! "." on }or&&& 8 —K dat e& ',
&&i ay 1,'3, 2004,

The Company leases office space under operating lease agreements. Rent expense

for these leases for the years ended June 30, 2004 and 2003 was approximately

$145,000 and $141,000, respectively.

Future minimum lease payments under these leases are approximately as follows:

Year Ending June 30,

20(i)5 $105,091

2006 64,856

2007 66,712

2008 7,413

$244,072

COGNIGEN NETWORKS, INC.

Item 8. Changes In and Disagreements with Accountants on Accounting and Financial Disclosure.

None.

Item 8A. Controls and Procedures.

Under the supervision and with the participation of our management,

including our chief executive officer and the principal accounting officer, we

have evaluated the effectiveness of our disclosure controls and procedures as of

a date within 90 days pr-Lor to the filing of this report. The have c:onciuded

that: these discios_.lre controls provide reasonable assurance that we can collect,

process and disclose, within the time periods specified in the Commission's

rules and forms, the information required to be disclosed in its periodic

Exchange Act reports.

There have been no significant changes in our internal controls or in other

factors that could significantly affect our internal controls subsequent to the

date of their most recent evaluation.

In prepar:lng our audit fo:c the year ended June 30, 2004, our auditors

identified potential, deficiencies within our .internal[ control framework which

have the potential to result in a material control weakness. These potential

control deficiencies tel.ate to the manner in which we process transactions to

record telecom_munications revenue and related accounts receivable as our current

processes and procedures require substantive -nanual intervention, estimation and

reliance on several sources of information that are not J.ntegrateci with our

accounting system. We are currently analyzing these potential control

deficiencies and the actions needed, if any, to address these potential

deficiencies.

Item 8B. Other Information.

On April 13, 2004, we flied a Current Report on Fo_.-m 8-K dated April 7,

2004, in which we described under Item 5 that Gary L. Cook had replaced David I,.

Jackson as our Secretary and that David L. Jackson was no longer a Vice

President or a_] employee of ours.

On May 19, 2004, we fi.le.d a Current Rep<<L"t on ForTs 8-[< dated may ]8, 2004,



that included a news release we issued on May IR, 2003, as an Exhibit under Item
7 and describing the news release under Item 12.

On June 3, 2004, we filed a Current Report on Form 8-K dated Nay 21, 2004,
describing the Stock for Stock Exchange Agreement between us and the Principals
of CST under Item 5 and filing t.he Stock for Stock Exchange Agreement as an
Exhibit under Item 7.

•that: :[nc].uded a news release we issued on May 18, 2003, as an Exhibit under Item

7 and describing the news release under Item 12.

On June 3, 2004, we filed a Current Report on Form 8-K dated May 21, 2004,

describing the Stock for Stock Exchange Agreement between us and the Principals

of CST under Item 5 and filing the Stock for Stock Exchange Agreement as an

Exhibit under Item 7.
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